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In 1927 Max Winkler, a highly competent financial analyst, 
warned that “anyone who has followed closely the various for- 
eign offerings in this country within recent months could not 
help noticing the steady decline in the quality of such loans.” ! 
A few years later, the entire investment banking fraternity lay 
prostrate, discredited. The Senate Banking and Currency Com- 
mittee, after a vigorous investigation, had found that “‘the record 
of the activities of investment bankers in the flotation of foreign 
securities is one of the most scandalous chapters in the history 
of American investment banking. The sale of these foreign 
issues was characterized by practices and abuses which were 
violative of the most elementary principles of business ethics.” 
Winkler, remembering how his timely warning had not been 
heeded, performed the autopsy.” He noted ruefully that “had 
an honest attempt been made to examine the various govern- 
mental borrowings, running into billions, at the time transactions 
were effected, and had the findings of such an examination been 
made public, few would have taken them seriously.” 


*Acierto is the author of “A Marshall Plan for Latin America” in 
Volume I, No. 2 of Inter-American Economic Affairs, and “The Gillette 
Committee Investigation of the Price of Coffee” in Volume IV, No. 1 of 
Inter-American Economic Affairs. 


1New York Tribune, March 17, 1927. 


2Max Winkler, Foreign Bonds—An Autopsy (Roland Swain Company, 
Philadelphia, 1933). 
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In the years that followed, the center of foreign financing 
activity moved from New York to Washington. New machinery 
for the financing of foreign governments was created in Wash- 
ington—first, the Export-Import Bank and later the Interna- 
tional Bank for Reconstruction and Development. Throughout 
the Roosevelt regime, the discredited promoters of Latin Ameri- 
can and other foreign bonds continued to be an easy target, 
with the President himself joining from time to time in the 
general unkindness—particularly at moments when efforts were 
being made to close arrangements in default situations. The 
impression was increasingly conveyed that with the initiation of 
a new era in foreign financing, improvements had been devised 
in the machinery of capital flow that assured soundness over the 
years, in contrast with the methods and practices of the private 
capital market. And never had Winkler’s paraphrase been more 
true—that “who counts the nations names the name of those 
who here to borrow came.” 


But by the summer of 1950 there were significant similarities 
to the earlier situation which had provoked such scathing de- 
nunciations. Anyone who had followed closely the various loans 
extended by the Export-Import Bank and the International Bank 
to foreign countries could not have helped noticing the steady 
decline in the quality of such loans. Again it was probable that 
had an honest attempt been made to examine the various gov- 
ernmental loans, running into billions, at the time transactions 
were effected, and had the findings of such an examination been 
made public, few would have taken them seriously. For, the 
political atmosphere misted the circumstances of the loans as 
effectively as had the hectic financial atmosphere of Wall Street 
in the late 1920’s. Even when Senator Morse on June 27, 1950 
asked for an investigation of the Export-Import Bank, believing 
that at long last “it behooves the Senate to find out what the 
policies of the Export-Import Bank are in respect to interna- 
tional loans, and whether it is true that the Export-Import Bank 
does not follow any consistent policy in regard to making loans 
to foreign countries,” he was motivated more by irritation at 
the speed with which the Argentine credit had been granted 





a 
b 


le 


in 
b: 
al 
tl 
Ww 
Ww 
to 
in 
of 
T 
fu 
pe 
bs 
ti 
de 
cc 
tk 
be 
fc 
fy 


ar 


th 
1 





ECONOMICS OF THE GOOD NEIGHBOR POLICY 5 


and at the delay in extending substantial credits to Mexico than 
by a realization that the portfolio of the Bank was becoming 
more and more unsatisfactory and that a review of our whole 
lending policy had become imperative.* 


In this article an attempt is made to review some of the 
“improvements” that have been effected in the technique of 
foreign lending since the center of activity moved to Washington. 
Attention is largely focussed on the Latin American loans. 


The Faults of the 1920’s. The Senate Committee which in- 
vestigated the dollar bond issues based its indictment of the 
investment bankers on these findings:* 1) Motivation: The 
bankers had been too eager to reap the profits of bond flotations 
and had gone wild in competing for the business. Incidental to 
this basic factor was the practice of paying finder’s fees 
which the Committee condemned. The very few of these fees 
which involved conspicuous political entanglements had sufficed 
to give the practice an importance far greater than it deserved 
in the conclusions to be drawn from the unfortunate experience 
of the 1920’s. (2) Technique with respect to the borrower: 
The bankers had made inadequate checks on the information 
furnished them by prospective borrowers, they had disregarded 
political disturbances, they had ignored bad debt records and 
bad moral risks, they had made inadequate reviews of condi- 
tions in the foreign country seeking loans, they had failed to 
determine whether the proposed uses of the loans were really 
constructive, they had failed to follow through on the use of 
the funds once loaned. (3) Technique with respect to buyers of 
bonds: The bankers had failed to provide adequate information 
for prospective buyers of foreign bonds, the prospectuses were 
frequently inadequate and misleading, the bankers had in effect 
exploited the gullibility of prospective investors who assumed 


3 See Congressional Record, June 27, 1950, pp. 9378-9381. 


*See Stock Exchange Practices, Report of the Committee on Banking 
and Currency, U. S. Senate, Report 1455. Also, 72nd Congress, Senate: 
Sale of Foreign Bonds or Securities in the United States. Hearings before 
the Committee on Finance... Pursuant to Senate Resolution 19, December 
18, 1931-February 10, 1932. 
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that they were following through on the use of the proceeds 
of the loans. 


Against this record, government officials at successive con- 
gressional hearings have stressed the improvements in the tech- 
nique of lending effected by Washington as follows: (a) Motiva- 
tion: There has been substituted, for the eager competition of 
bankers motivated by the desire for maximum profits, a lending 
institution concerned primarily with making sound loans and 
motivated by a desire “to create a real contribution to economic 
progress.” As the purpose of the Bank was stated by its chair- 
man recently: “What we try to do is to promote by our lending 
the sound economic development of foreign countries at the 
same time that in most cases we assist in the sale of United 
States merchandise and services.”’*> Such statements, however, 
ignore the most important characteristic of the Bank’s lending 
operations—the political motivation, of which more later. (b) 
Transfer problem: It was the transfer problem created by the 
devastating drop in returns from raw materials and foodstuffs 
that high-lighted a blind spot of the investment banking com- 
munity which far over-shadowed its other errors and faults. 
And with that lesson in mind government officials have always 
stressed their preoccupation with the transfer problem both in 
examining the loan applications against the policy principle 
that “the Bank makes only loans which offer reasonable assur- 
ance of repayment” and in refusing to finance local-currency 
expenditures. The latter principle has always impressed con- 
gressional committees, especially in the early years in juxtaposi- 
tion with the fact that the troubles of the dollar-bond days might 
have been much reduced had the proceeds been devoted exclu- 
sively to external currency requirements. (c) Technique of 
operations: Government officials have insisted that by adopting 
the policy of lending only for specific purposes and permitting 
disbursements only upon receipt of evidence that the purpose of 
the loan is being carried out, they have eliminated one of the 
great weaknesses of the earlier period. (d) Information for 
the public: The Bank reports regularly to the Congress and 


5 Address by Herbert E. Gaston, before the U. S. Council of the Inter- 
national Chamber of Commerce in New York, September 19, 1950. 
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feels that its continuing record of few defaults and sizable profits 
is the best evidence of its successful policies. 


Let us next examine the record. 


Political Loans. The classic story about Export-Import Bank 
operations in the early 1940’s concerns the top-level official of 
the Treasury Department who came to the Bank’s Board meet- 
ings on behalf of the Treasury. He was then the top technician 
in the international financial field in Washington, supported by 
the best technical staff in Washington. A sizable Latin Ameri- 
can loan application was scheduled for consideration by the 
Board one day and the Treasury man arrived a minute or two 
late to hear the Chairman already saying that the loan stands 
approved. The Treasury had in its usual fashion prepared an 
excellent economic and financial analysis, indicating the desir- 
ability of certain modifications and cuts in the proposed loan, 
and the Treasury delegate promptly said that he had the ma- 
terial with him and would like the Board to consider it. ‘No,’ 
said the chairman genially, “State Department has already sent 
over word that they want this loan to go through promptly and 
I told them to consider it done. However, do not hesitate to file 
the economic analysis that the Treasury prepared. We have 
no objection to having such material in the files.” 


A government bank making government-to-government loans 
simply cannot resist political motivation in its activity. It must 
inevitably be an instrument of policy used by the State Depart- 
ment in the proper performance of its functions. Senator Morse 
in June purported to be mystified by “what is the relationship 
between the State Department and the Export-Import Bank 
behind the scenes.” He said that he was not particularly con- 
cerned about the window-dressing relationship between the State 
Department and the Bank, having reference to membership 
on the Board, participation in the National Advisory Council, 
etc. But he was interested in finding out “to what extent the 
State Department and the Export-Import Bank maintain a very 
interesting shuttle arrangement alibiing one for the other, 
whereby the State Department says ‘Oh well, we are for this loan 
but the Export-Import Bank is against it,’ and the Export- 
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Import Bank says ‘Oh well we are for it but the State Depart- 
ment is against it’.” Actually, there is no mystery in this situa- 
tion. A government bank in the foreign field in Washington 
makes no loans if the State Department perceives an objection. 
And the State Department must in the final analysis be able to 
compel a loan to be made if it deems it essential to the ends of 
American policy. The exception is where the President under- 
takes to over-ride the State Department.* If such exceptions 
occur too often, obviously, you get a new Secretary of State 
who dictates a new policy statement which again requires adher- 
ence on the part of the government bank. 


Political motivation is by no means new in the lending field. 
While the State Department’s activity during the 1920’s was 
largely a negative participation, that is, an informal check 
against the possibility that a contemplated loan might run coun- 
ter to government policy and issuance of a note that the govern- 
ment perceives no objection, there were times when this check 
was influenced by political considerations. As a Commerce De- 
partment official testified in 1931: “I remember on this particular 
Bolivian loan talking with Arthur Young (State Department) 
and telling them that we thought that Bolivia was borrowing 
too much on this market. There was a good deal of hemming and 
hawing, and the upshot was that we reluctantly gave our con- 
sent to it, for the reason that at that particular time our diplo- 
matic relations with Latin America were a little upset. Our 
government was under considerable attack for its Nicaraguan 
policy, its Haitian policy, and so forth. There was shortly to 
be held, I believe, a Pan American Conference. As I recall it, 
the State Department said that it might result in embarrass- 
ment if we turned down this loan proposition.” 7 


6 The long clash on the Mexican petroleum loan seems to be a case in 
point. State Department held out for a long time against such a loan, 
while the President kept insisting that he was in favor of such a loan and 
the Export-Import Bank sided with the President on grounds that such a 
loan could be fitted into the requirements of its policy statement. 


7 Hearings, op. cit., p. 724. 
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Despite the persistent effort to play down the political motiva- 
tion of loans, it has been generally accepted in Washington that 
the Export-Import Bank functions as an instrument of foreign 
policy. Some evidence may be cited. For instance, the officials 
who return from Inter-American Conferences with a list of 
commitments for loans, and the most amusing case when operat- 
ing officers of the Department were unable to track down the 
exact amount that the head of the delegation had promised one 
of the countries—which made it difficult to convey the news to 
the Bank that it was about to make an “economic” loan of a 
certain amount to a certain country. Another illustration: The 
expanding practice of extending a broad line of credit such as 
the first Mexican line of $50 million and the second one for $150 
million. Lines of credit of this kind do not permit any serious 
sort of detailed technical analysis of “reasonable capacity to re- 
pay” in the absence of information on what is going to be financed 
and under what conditions, but they serve a tremendous political 
purpose. Unfortunately, as was found under the first Mexican 
line, they also create a terrific pressure from the borrower to 
clear projects that might otherwise appear less attractive. An- 
other example: The special status given the original Brazilian 
steel mill loan, both in financing and in clearing of materials, for 
its immense political value to the United States in its relations 
with Brazil during the war. Another illustration: The pious sale 
to the Congress of the idea of “matching contributions” which 
cleared the way for additional appropriations for the Inter- 
American Highway, and was promptly followed by the forward- 
ing of news to the Bank that it was to provide certain of the 
Latin American “‘matching contributions.” Another case: The 
extension of the due date of the Bolivian obligations in order to 
avoid showing defaults on the books and the simultaneous exten- 
sion of a new sizable credit for what had been an incredibly 
messy operation, at a time when even an optimist would not have 
dared draw up a memorandum of “reasonable assurance of re- 
payment” by Bolivia. Another example: The recent credit to 
Argentina which was pressured through the National Advisory 
Council on political grounds, as essential for Argentine-American 
rapprochement and for avoidance of further economic deteriora- 
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tion that might unseat Peron and confront us with an even more 
unsatisfactory government. 


All this is not to argue that political considerations should not 
dominate the lending activity of the Bank. But it is important 
that the role of the Bank as an instrument of political policy be 
openly recognized. The deception that has heretofore been at- 
tempted is not healthy. And once recognized, the inevitability 
of deterioration in the lending standards becomes understand- 
able. In the early years of the Bank, an attempt was made to 
gain the political advantages of loans by extending them, and 
then to avoid the economic consequences by doling out the funds 
as slowly as possible, putting all sorts of obstacles in the path 
of rapid use of the proceeds. In fact, when the new war agencies 
came into being, they had great difficult in appreciating why so 
little money, relatively, was out on loan, and were inclined to 
criticize the Bank because it was fighting the inevitable deteriora- 
tion in lending standards which political lending necessitates. 
In the late 1940’s the Bank was under constant criticism by the 
Latin Americans for the slowness with which it yields on its 
principles. The public in the United States is inclined to over- 
estimate the amount lent by the Export-Import Bank, while the 
Latin Americans understate its importance. But the fact is that 
the net new investment by Export-Import Bank in Latin Amer- 
ica (disbursements minus repayments) was only $46 million in 
1947, $28 million in 1948, $44 million in 1949, and $19 million 
in the first six months of 1950. This at a time when the Bank 
was never without hundreds of millions of dollars of lending 
capacity. The experience was that to maintain standards such 
as the Bank had originally proclaimed, it could not make any 
major contribution to the financial requirements of the Latin 
American countries, as they saw those requirements. Only by a 
deterioration in lending standards could the Bank accelerate the 


8In the earlier years of the Bank’s operations, the political motivation 
of loans was practically never admitted. More recently it is possible to 
find recognition of the political factor. Martin, chairman of the Bank in 
1946, told a House Appropriations Subcommittee that “I would say that 
the political angle does come in to a certain degree; it cannot be disre- 
garded and it would not be honest to avoid it.” 
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flow of capital. And the requirements of our political policy are 
increasingly exposing the Bank to such deterioration. In other 
words, the great temptation to make profits which caused the 
deterioration of lending standards in the 1920's is being replaced 
by the requirements of political policy which may be equally 
urgent and not dissimilar in result. 


One had to give proper weight, thought Otto Kahn of Kuhn 
Loeb & Company in his testimony before the Senate Committee 
in 1932, to the fact that “the general atmosphere (in the 1920’s) 
was one of great encouragement as to the future of South 
America. There was considerable sentiment at the time to the 
effect that South America had entered a new era. It was gen- 
erally believed that South America had passed the stage of those 
defaults which had too often occurred in the past.” The New 
York bankers functioned in that atmosphere, exploited it and 
in turn finally fell a victim to it. The Export-Import Bank to- 
day, harried by the Latin Americans to loosen up and by the 
State Department to be of some use in healing wounds—real or 
imaginary—in the good neighborhood, is functioning in an at- 
mosphere similarly over-optimistic about what external financing 
can accomplish in Latin America without serious efforts at self- 
help in modifications of the local economies. But the corrective 
forces do not exist. New York could find that the market had 
soured, the news leaked out about the loans, and there was no 
more capital to be had. In the case of the Bank, as long as it is 
able to tap the borrowing capacity of the United States govern- 
ment there is no shortage of funds. As long as it has funds upon 
which the Latin Americans can draw for new credits, the Latin 
Americans can be expected to give the Bank priority over other 
uses for available exchange in the event of exchange stringency 
in order not to shut off the flow of loans. As long as this servic- 
ing continues or defaults are concealed by extension of amortiza- 
tion dates, the Bank can claim success for its lending operations. 
And as long as it can show the Congress balance-sheet successes 
of that kind, it is a long way toward continuing the availability of 
capital by appropriations. A neat circle. Yet, it must be clear 
that in terms of the maintenance of lending standards, replace- 
ment of profit-motivated bankers by the dictates of political 
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objectives does not represent an impressive “improvement.” 

Finder’s Fees and Fixzer’s Fees. Senator Johnson in 1952 
had been horrified apparently to find that “competition among 
international bankers to obtain the business of South America 
and to sell its securities in the American market” had been so 
great that they paid commissions to promoters and the like in 
order to locate potential borrowers. Actually, it was the abuse 
of the middleman function and not the existence of the function 
that was reprehensible. And the “finder” has now been replaced 
by the “fixer.” But there again it is necessary to distinguish 
between the abuse of the middleman function and the existence 
of the function. 


In 1947 the Senate Banking and Currency Committee asked 
the Export-Import Bank to prepare a statement of “persons 
formerly in the employ of the United States Government who 
have had negotiations with Export-Import Bank during the past 
two years on behalf of foreign borrowers.” The Bank listed 10 
persons, negotiating or participating in negotiations on behalf 
of France, Italy, Poland, China, Greece, Turkey. The list has 
been expanding steadily as the proliferation of political lending 
occurs. The Foreign Agents Registration Section of the De- 
partment of Justice provides ample evidence of the expansion 
of the middleman function. And a growing number of econo- 
mists, lawyers and adventurers have in the past five years been 
pounding on the Latin American embassies and Foreign Offices 
to explain “what we can do for you at the Export-Import Bank.” 


Some fault in the situation attaches to the Export-Import Bank 
itself. Especially since the establishment of the International 
Bank, there has been a wide zone of policy inconsistency and un- 


® Within the Export-Import Bank itself, the rate structure evidenced by 
its annual reports shows possibilities of using “know-how” to improve on 
the cost of loans. Between the Banks, the situation was even more un- 
satisfactory. Export-Import Bank had no commitment charge. The World 
Bank originally charged an outrageous commitment rate and reduced it in 
1950 to % of 1%. The Exim Bank did not charge for letters of credit 
guarantees. The World Bank charged heavily and only reduced it to 1% 


in 1950. The cost of loans created a legitimate zone for shopping between 
the Banks. 
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certainty with respect to interest rates, commitment rates, 
charges for letters of credit guarantees, and technique of draw- 
ing on the credits.” In permitting the zone to be unnecessarily 
wide, U. S. government officials have encouraged sharpshooters 
to set up shop. On the whole, the Latin American countries 
have not been wise borrowers, they have lacked “know-how,” 
and among them our friends have sometimes suffered more than 
those countries with which we maintain only “cold but cordial’ 
relations. In one way this could be interpreted as effective 
demonstration that the function of the middleman is legitimate. 
But from a policy viewpoint, if the Export-Import Bank had 
made a systematic matter of its rate structure and kept all 
potential borrowers equally and fully informed, if it had shared 
the “know-how at the Bank” which is the stock in trade of the 
middlemen instead of letting them peddle this “know-how” as 
a commercial product for maximizing the availability of credit, 
if it had directly discouraged the intercession of ex-government 
employees by explaining to the embassies that it prefers to deal 
directly with the foreign entity rather than through ex-govern- 
ment employees or other Washingtonians, the zone of exploita- 
tion for the middlemen would have diminished. The fewer the 
“cuts” on the amount borrowed, however legitimate, the better 
the loan. That was the principle which Senator Johnson had 
in mind in 1932 and it remains valid. 


In some cases, simple carelessness has created unsatisfactory 
situations similar to those which so agitated the Senate investi- 
gators in 1931-32. In 1950 the Washington Daily News rocked 
Washington with a story concerning the International Bank.?° 
The Bank, according to the newspaper, had engaged a former 
White House assistant, Lauchlin Currie, to head a mission to 
make an economic survey of Colombia. “If favorable condi- 
tions for financing are worked out,” said the Bank in the press 
release covering the Mission, “the International Bank will be 
interested in discussing additional loans, based upon the results 
of this Mission.” While Currie was engaged in preparing the 
report on Colombia, he negotiated a contract with the Colombian 


10 August 2, 1950; August 3, 1950. 
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government under which one of his functions was to be assistance 
in implementing the recommendations of the Report that he was 
writing for the Bank.'! For a time he drew pay from both the 
Bank and the Colombian government, according to the news- 
paper which went on to say that“In reply to a specific question, 
Currie said that it was possible they might have thought em- 
ploying him would hasten favorable action on their loan applica- 
tions. But I think they should be given the benefits of the doubt 
by considering them as sincere.” Vice-President Garner of the 
Bank promptly said that “it is absurd to think that Dr. Currie 
can influence the Bank in any further loan discussions with the 
Colombian government.” Garner had, in fact, previously gone on 
record with the press as denying that the report of the Colom- 
bian Mission was intended to have any relationship with possi- 
ble loans, a rather weak position since the original comment of 
the Bank contradicted it. When the Washington Daily News 
story reached Colombia, one prominent newspaper editorialized 
that as a result of the story “Currie would thus not be able to ful- 
fill one of the basic tasks contemplated in his contract.” 


What is important for our purposes is to note that the middle- 
man function exercised by the finders in the 1920’s was essen- 
tially not more costly than the sale of “know-how” conducted 
by legitimate intermediaries and encouraged by the Export- 
Import Bank and International Bank in the 1940’s. There are 
a number of cases involving European, Far East and even Latin 
American loans where more than technical “know-how” was 
involved, where the exercise of “influence” may have been a 
decisive factor in the making of the loan. Some of these doubt- 
less constituted activity as unhealthy as the extremely few cases 
which have been blown up to fantastic proportions in the various 
studies of the dollar-bond days. Abuses of the role of interme- 
diary in the highly political environment of Washington have 
not been less, are not likely to be less, and will probably be 
greater than those which occurred during the 1920’s in Wall 
Street. 


11 Currie pointed out that he regarded his primary function an adviser- 
ship on government reorganization to effect reforms similar to those effected 
by the Hoover Commission in this country. 
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Full Disclosure. The use of taxpayers money in our lending 
operations instead of the mobilization of funds from investors 
on a voluntary basis has not been accompanied by as great a 
change in the information field as might have been expected. 
In the 1930’s everyone had a favorite “prospectus” story. One 
popular one concerned the dollar bond issue of a Latin Ameri- 
can city which, according to the descriptive circular, ‘had for 
twenty years promptly met its debts.” The punch line of the 
story was that this was largely true because the city had not 
borrowed in twenty years! 


But on March 25, 1948, the International Bank in its announce- 
ment of the loan to Chile stated that “a change in monetary and 
financial policy brought about the adoption of measures whereby 
the Chilean budget was almost balanced. ... All these are in- 
creasing indications that an adequate policy is being pursued and 
that stable economic conditions will be achieved.” Yet, on March 
20 the United States Government itself had reported that the 
balancing of the Chilean budget had been achieved “largely 
through new currency issues and the issue of Treasury notes.” 
The International Bank had gone on to express its hopefulness 
with respect to the foreign exchange situation. Yet the Chilean 
Government itself in making up the foreign exchange budget 
for 1948 had been able to keep it in balance only by a series of 
very dubious calculations: (1) It had counted on a return of 
$25 million from abroad, funds that had refused to return at 50 
to the dollar, yet were now expected to return at 43. (2) It had 
reduced the budgeted figure for remittances on direct invest- 
ments (excluding the large mining entities) to $5 million. This 
while the International Bank was comfortably announcing that 
“Chile has expressed the hope that private capital would now 
be directed toward investment in industrial and agricultural 
development.” (3) In appraising gross exchange availabilities 
for “essential” imports the Chileans had blithely ignored the 
fact that they were planning barter operations of $10 to $20 
million which for the most part would bring in “unessentials.” 


Again, in its report for the second half of 1949, the Export- 
Import Bank noted that “in "tovember 1949 the Bank established 
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a credit of up to $16 million in favor of the Government of 
Bolivia to finance two-thirds of the cost of completing the 
Cochabamba-Santa Cruz highway. . . . Amounts outstanding 
under the initial Export-Import Bank credit for the Cochabamba- 
Santa Cruz highway will be repayable on the same basis.” The 
Wall Street man who wrote the circular for the city bond issue 
mentioned above would have felt at home with this announce- 
ment. It was interesting information that the road which legend 
has it is lined with whisky bottles and paved with gold mined 
at the Exim Bank continued to win Washington support. But 
the public which was beginning to believe that this new instru- 
ment of international finance was infallible and was putting to 
shame those “dumb” if not worse Wall Streeters of the 1920’s 
might have been interested to know that in the belief that 
Bolivia could not meet its obligations amortization on the original 
credit had been deferred for five years, that a grace period of 5 
years on the new loan insured against repetition of the em- 
barrassment of failure to meet service for at least that interval, 
that at the Cabinet level in Bolivia the wisdom of the construc- 
tion program had been questioned and the ability to service the 
obligation had been challenged; that the legal limit on debt 
had been reached; that the Finance Minister had pointed out 
that the deficit would exceed 500 million Bs, and that the foreign- 
exchange budget deficit for the year would be $7.5 million; that 
the outlook for petroleum supply domestically was extremely 
unsatisfactory ; that the mining companies who customarily cried 
“wolf” could now genuinely assert that Bolivia was at the crisis 
point; that the Bolivians were backing away from a proposed 
token payment plan for the defaulted dollar bonds of the 1920’s 
because the deteriorating economic situation seemed to dictate 
deferring of assumption of such an obligation. Full disclosure 
indeed! 


Again, the Bank in its reports has always prided itself on, 
and has always impressed the Congress with, the fewness of 
loans in arrears and the steady earnings record. Yet, it has 
never openly described the system of deferring service require- 
ments when countries are unwilling or unable to pay and there- 
by keeping loans theoretically current. And it has profited 
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from a priority on exchange requirements which has worked 
consistently to the disadvantage of American private investors 
and American exporters. When, after the big postwar buying 
spree, the Latin American countries ran into exchange difficul- 
ties, arrears began to mount for direct investors and for ex- 
porters of “essential” and “unessential” goods. While the hold- 
ers of arrears were compelled to report to their stockholders 
that they could bring back little or nothing from their invest- 
ments or shipments and were in many cases later to be victimized 
by devaluations, the Bank could report that it was not encoun- 
tering any such trouble. As long as there was the power of the 
U. S. government and the promise of continual expansion of 
lending authority, the priority for Export-Import Bank service 
could not be budged. Surely it is important to realize the sort 
of “magic” that builds a record and to keep the public fully 
informed that it stems from discriminatory treatment against 
other American interests. 


“There is a common note of cynicism about foreign lending,” 
remarked Herbert Gaston, head of the Bank, in an address be- 
fore the U. S. Council of the International Chamber of Com- 
merce, “that we think not well justified. It is based not only on 
unfortunate experiences in the past, but also on the difficult 
circumstances of the present, such as restrictions on dollar pay-. 
ments due often to the inability to earn dollars to meet current 
needs, to multiple exchange rates and to changing tax and tariff 
systems. These are formidable obstacles but all can be over- 
come. The outlook is not hopeless.” Possibly this optimism 
would be more widespread or the Bank’s less hearty if the Bank 
were exposed to the risks of blocked dollars which it neatly 
avoids by taking a position ahead of even “essential” imports. 


Coordination of Policy. It has been charged, and correctly, 
that in the dollar-bond days there was often a close relationship 
between the houses of issue and corporations having certain 
merchandise to sell in competition with other exporting coun- 
tries. Sometimes in getting a clearance (“the Department per- 
ceives no objection”) from the State Department, a larger issue 
of economic policy was injected into the situation. For instance, 
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the State Department wrote Speyer and Company in 1925 re- 
garding a proposed loan of $25 million to Sao Paulo that “in 
view of the policy of coffee valorization followed by the au- 
thorities of Sao Paulo, the Department is unable to view the 
proposed financing with favor at this time.” Having acted thus 
to discourage speculation in coffee which it believed to be against 
our national interest, the Department five years later was to be 
found favoring a loan in the same field, again for reasons of 
implementing a broad commercial policy. Speyer testified on 
the 1930 Sao Paulo loan that “our Department of Commerce 
was opposed to Brazil trying to buy up coffee to keep up the 
price and through this loan it changed the policy of the Sao 
Paulo Government entirely. This loan was contracted to help 
them liquidate what they had bought, so that was carrying out 
the policy which our Department of Commerce had been advo- 
cating, especially for other nations.” !* 

It might be thought that with a government bank making the 
loans the coordination of policy would be much simpler. Yet, the 
most common utterance of Export-Import Bank officials in con- 
nection with extension of credits and the most widely used 
justification has been that “this loan will permit a saving in 
exchange by cutting down imports.” This theme far outweighs 
the considerations of whether the borrowing country will be an 
effective producer in competition with potential imports, whether 
it will have to raise duties substantially or impose discrimina- 
tory policies in defense of the newly financed home industry. 
One recalls Brazilian officials going around to existing opera- 
tors in the iron and steel industry, in the days when the great 
national mill was being built, to inquire whether higher duties 
might not be appreciated, especially since they seemed to be 
required if the government mill was to function effectively in 
competition with importers. One recalls Chilean planners count- 
ing on the new steel mill to get sufficient protection to prevent 
importers from competing effectively. One notes the same ten- 
dency in connection with the proposed new mill in Colombia. 
Do the loans of the Bank support the program for general lower- 
ing of tariff barriers? Or do the political requirements of lend- 


12 Hearings, p. 635. 
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ing policy make it impossible to coordinate the policy of the 
Bank with the larger decisions on international commercial 
policy? 


Again, consider the policy of encouraging private foreign in- 
vestment. In the past year the broad agitation concerning 
Point IV has brought vigorous statements — some sincere and 
many less so — concerning the belief of this government that 
private direct investment must carry the bulk of the develop- 
ment burden. Every policy statement of the Export-Import 
Bank has emphasized that ‘‘the Bank does not compete with pri- 
vate capital but rather supplements and encourages it.” But 
in the last analysis, after the feasibility of treaties of investment 
has been fully explored and after a great barrage of propaganda 
concerning the merits of private investment has been laid down, 
the greatest stimulant to a flow of direct investment is the 
realization by the other countries that unless they provide an 
attractive climate, foreign capital simply is not going to be avail- 
able in any form. Similarly, the greatest security of private 
capital rests with its ability to abstain from further investment 
and to assure a general cessation of the flow of capital to any 
country which begins to impose upon it. Yet, these ordinary 
sanctions of a capital market cannot be effective when a great 
pool of government money is functioning by itself and refusing 
to be influenced by the same consideration. As long as foreign 
governments know that government-to-government financing is 
available in Washington, the soothing pronouncements of gov- 
ernment officials on the desirability of encouraging private 
capital to flow abroad are likely to be ineffective. It comes 
down, in policy terms, to the willingness of this government to 
implement a policy on private investment. If it is unwilling to 
do so, all that it is achieving by its present policy is to lose friends 
at home AND abroad." 


13 Much of the well-meaning emphasis on treaties of investment as a 
partial solution to the problem of stimulating private investment ignores 
the fact that it is virtually impossible to write a clause against “silent 
expropriation” into any treaty of investment. And even if a foreign 
country accepted a satisfactory clause on open expropriation, the steadily 
increasing problem of silent expropriation would remain, i.e., the business 
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An easy method of evading the issue has been found by the 
government bank. That is coupling of (1) the pious declara- 
tion that it will not finance projects into which private capital 
is able and willing to go, with (2) the granting of loans to bor- 
rowing countries for so-called legitimate projects which were 
otherwise scheduled to be financed out of other exchange avail- 
able to the country. For instance, in the summer of 1950, when 
the Bank opened a line of credit of $150 million for Mexico, it 
was generally felt that a formula had been found for evading 
the policy ruling on petroleum. Private capital was available 
for Mexican petroleum. Mexico preferred financing by Export- 
Import Bank for a government monoply. It was politically im- 
possible domestically to make the loan for petroleum. So a 
large line was opened which would permit the Mexicans to free 
some of their own exchange for use in the petroleum industry. 


Inconsistencies abound. For Senator Morse it seemed that 
the State Department and the Export-Import Bank were “in a 
very strange position when they say, as some State Department 
officials have said to me in effect, that we must not make any 


of not openly expropriating, but merely boosting taxes, social security bur- 
dens and other operating burdens until the investor finds it impossible to stay 
in the country and finds the value of his investment has largely dis- 
appeared. In 1950, the House of Representatives tried its hand at covering 
silent expropriation in H. R. 8083. H. R. 8083 was a bill to allow the 
Export-Import Bank to enter the field of guaranteeing foreign new in- 
vestments against transfer and expropriation risks. It provided that the 
Bank should not undertake such risks until the country had signed a basic 
treaty which carried assurances against imposition of restrictions and 
charges that might “deprive an investor of any substantial beneficial 
interest in the investment” and against the risk of the country impairing 
the value of the investment by engaging in competiton with it through a 
government entity. Gaston of the Export-Import Bank said flatly that the 
provisions were unworkable because “to be put into effect it would require 
treaties that no self-respecting country could possibly sign.” Administra- 
tion economists pointed out that the United States itself would not accept 
such a treaty for activity within the United States, that the United States 
would never allow a foreign investor or his government to say at what level 
our taxes are “too high” or our social security system too burdensome, etc., 
and that accordingly it was foolish to ask a foreign country to commit 
itself in this fashion. 
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loan to any country in connection with an industry that involves 
a government monopoly or is a socialized industry in that coun- 
try.” For, noted Senator Morse, when the State Department 
comes to the hill for appropriations for foreign aid, support of 
ECA and other purposes, it objects to the criticism that it is 
supporting socialism in some countries and points out sharply 
that it cannot be expected to interfere with the free choice on 
the part of the aid-recipients of the form of ownership which 
shall characterize their industries. It was difficult for Senator 
Morse to understand why it was sound to deny a loan to Mexico 
for so long on the ground that the Bank might be confronted 
with a government industrial entity while “it granted a loan to 
Argentina which comes very close to being totalitarian.” 


Again, the Bank has consistently testified that it regards its 
program as part of the broader program for expanding interna- 
tional trade. As William McC. Martin, chairman of the Bank, 
said in 1946: “The Export-Import Bank program is part of a 
broader program for expanding international trade. The ex- 
tension of the Trade Agreements Act and the passage of the 
Bretton Woods Agreement Act are further steps already taken 
by the Congress towards this objective. The proposed British 
loan is another vital step in the development of international 
trade.” 14 Yet, economists cannot fail to object to the principle 
of tied loans and to point out that it seems inconsistent for a coun- 
try assuming world leadership and enjoying so strong a balance 
of payments position to continue to insist that the proceeds of 
its loans must be spent in the United States exclusively. 


The coordination of lending policy for Latin America with 
the larger decisions on our foreign economic policy would seem 
to be as difficult of accomplishment now as when the lending 
decisions were being made independently in New York. 


Technique of Lending. There was a time when New York 
was blamed for not selecting the most “constructive” projects 
for financing and for not insisting on following the expenditure 


14 Hearings before the Subcommittee of the Committee on Appropriations, 
House of Representatives, 79th Congress, Second Session: Government Cor- 
porations Appropriations Bill for 1947, p. 1056. 
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of the proceeds of the loans through to the final installations. 
Yet, no solution has been found in the new situation for the 
problem of convincing a country that it should follow the order 
of priority which economic analysis of the lender seems to dic- 
tate as promising the largest measure of economic development. 
And if anything, the borrowing countries are quicker to resent 
forceful suggestion from Washington than they would be to 
reject the suggeStions of commercial bankers lacking govern- 
mental ties. Has the Export-Import Bank steered the borrowers 
into the most productive lines of activity in terms of strict 
economic analysis? The answer is “No.” Actually, by accept- 
ing the fact (which New York had accepted and been criticized 
for) that it cannot hope to dictate the order of priority which 
projects should have in a country’s scheme of development, it 
has at times accelerated the pace at which the borrowing coun- 
try plunged into uneconomic activity. A country confronted 
with no overseas source of capital might hesitate to go into 
obviously uneconomic fields like merchant shipping or advanced 
industrial projects. But if it can free funds by clearing some 
project that it would otherwise have to finance with its own 
resources, it moves briskly into the uneconomic field. 

The practice of clearing funds for a specific project and 
seeing to it that the funds are not diverted to other purposes 
clearly represents an advance in the present procedure of the 
Bank as against the errors of the 1920’s. Yet, it is interesting 
to observe that the pressure to accelerate the pace of lending 
had caused the Export-Import Bank by 1950 to retreat into less 
satisfactory forms of lending. In 1949 the Bank made a straight 
balance of payments loan to Chile. The Chileans had claimed 
that the fall in export prices would make it impossible to buy 
as much imported merchandise as they had anticipated in their 


exchange budget. They were accordingly confronted with the’ 


alternatives of living within their means, or boosting the carry- 
over to cover licenses already issued, or borrowing in Washing- 
ton. To the surprise of some of the U. 8S. government agencies 
which participate in NAC decisions and which did not favor a 
deviation from sound principle and perhaps to the surprise of 
the Chileans themselves, the Bank and the State Department 
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agreed that the Chileans should not have to live within their 
means and made the loan. 


The retreat from the principle of not financing local-currency 
expenditures is even more notable, for this principle had re- 
ceived the widest recognition and support in the course of hear- 
ings on appropriations and on the lending authority of the Bank. 
By 1950 the International Bank and the Export-Import Bank 
were both busily engaged in finding justifications for entry into 
local-currency financing, in order to quiet down the potential 
borrowers who felt that limitation of financing to foreign-cur- 
rency expenditures restricted excessively the rate of borrowing 
and put an undesirable emphasis on self-help and facing up to 
the problem of mobilization of domestic resources. In the Fifth 
Annual Report of the International Bank, Eugene Black noted 
that local-currency financing was permitted in exceptional cir- 
cumstances by the Articles of Agreement although it was con- 
templated that the Bank would normally function in terms of 
foreign-exchange requirements. And he went on to say that 
“local expenditures may be financed if the following conditions 
are satisfied: (a) if the project to be financed is of such economic 
urgency that the country’s ability to undertake foreign borrow- 
ing is better utilized in financing this project than in financing 
the direct foreign exchange costs of alternative projects; (b) if 
the local currency costs of the project cannot reasonably be met 
out of available domestic resources; and (c) if it is apparent 
that unless foreign exchange is made available to be employed 
for the import of either consumer goods or raw materials the 
local currency expenditures involved in the project will lead 
to inflationary pressure.” While the International Bank was 
thus announcing that it had yielded to pressure, the inter-depart- 
mental discussions of the new Mexican line of credit at the 
Export-Import Bank emphasized that a similar retreat from the 
principle would probably be forthcoming before the line was 
very heavily drawn upon. 

Giving lip service to the idea that lending standards should 
be set high and maintained, Eugene Black has said that “an 
increase in the volume of loans achieved at a sacrifice of the 
productive character of those loans would be of no real benefit.” 
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Yet, by mid-1950 the retreat from lending standards seemed 
fully under way in Washington. Project financing was being 
supplemented by lump-sum balance of payments loans to permit 
nations to live beyond their means. Local-currency expendi- 
tures were being looked upon as favorable subjects for financing 
despite the knowledge that the practice might well delay inter- 
nal reforms necessary to continued economic development. The 
grace period stipulated in loans was being widened to minimize 
the likelihood of early defaults. Private direct investment was 
being discouraged by the methods of making government money 
available. The disorganized relationship between the two major 
financial institutions was contributing to expansion of the role 
of commercial middlemen in the making of loans. The political 
atmosphere of the financial activity was being exploited actively 
to prevent full public information on what was taking place. 


There was one great difference between 1929 and 1950, how- 
ever, and this was the matter of luck. The New York financial 
community had under-estimated the importance of the transfer 
problem and had had the bad luck to run into the devastating 
experience of the 1930’s. Washington in early 1950 had seemed 
to be heading for an unhappy situation where exchange stringen- 
cies might point up some striking similarities to the earlier 
situation. But the Korean War with the accompanying boom 
in raw materials may have altered the situation sufficiently to 
postpone the day of judgment. 


The dollar-bond fiasco of the 1920’s and the more recent ex- 
perience of the Export-Import Bank would seem to suggest the 
same basic fact—that it is not possible to accelerate greatly the 
pace of capital flow to the under-developed countries unless the 
creditor is prepared to abandon lending standards. And in terms 
of national policy, if the lender is the government bank, this 
would appear to involve: (a) A mounting effort to conceal from 
the people the nature of the financial transaction, and (b) A 
steady weakening of the position vis-a-vis the borrowing entity, 
much as would be the case of the private bank which loaned so 
much to a poor risk that it suddenly found itself confronted 
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with the fact that it dare not drop him. In terms of national 
policy, from the viewpoint of the borrower, this would appear 
to involve a cynical effort to get the lender committed as rapidly 
as possible to excessive quantities of unsound loans, so that with- 
drawal would become impossible. All in all, this is an extremely 
unhealthy situation. 











Con Fovon 13. Bought? 


By Pole A. Wil 


The Perén regime in Argentina is supported by five pillars: 
the army, the police, Labor, the Church, and the bureaucracy,! 
although not all of these groups are represented in the cabinet. 


Labor has been a beneficiary and supporter of the regime— 
at least until recently—because Per6én made good his promise 
to improve its standard of living. Little did the workers care 
that the benefits were given, indirectly, at the expense of tenant- 
farmers and landowners. 


The regime came into power in 19438 with the help of the 
landed gentry. Once securely in, Perén “betrayed” them by 
excluding them from political power. Yet he never seriously 
harmed their economic basis: the big estates have not been 
broken up, in spite of all the noise. 


The only “old group” to which Perén was really antagonistic 
was foreign capital. And in his effort at “economic indepen- 
dence” most Argentines were with him. They rejoiced when 
he “threw off the foreign yoke” by repaying all foreign-held 


* Dr. Weil is the author of Argentine Riddle (The John Day Company, 
New York, 1944) and is recognized as one of the leading specialists in the 
field of Argentine problems. 


1The bureaucracy comprises also large numbers of business executives, 
either directly as managers of government-owned enterprises, or indirectly 
in as much as their companies are dependent upon bank credits and import 
permits which to a large extent make them a kind of indirect government 
employees. ; 
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loans and by forcing most of the big foreign investors to sell 
their Argentine properties (railways, telephone, gas, power, 
etc.) to the State, or else taking them by expropriation. 

Perén’s kind of state capitalism, wrapped in pseudo-collectivis- 
tic verbiage and garnished with pseudo-democratic trimmings,” 
is based not so much on state ownership of industry as on a 
totalitarian control of money, credit, securities, imports, ex- 
ports, and foreign exchange. Since 1946, in the course of push- 
ing his Five-Year “Plan,” Perén could not help but “antagonize” 
in a sense the agricultural producers and the businessmen. The 
agriculturists, by having the state export-monopoly grant them 
prices so low that with the exception of a few well-mechanized 
farms they could hardly break even. (The result was a shrink- 
ing of areas devoted to grain production). The export and 
foreign-exchange monopolies made huge profits. High taxation 
and the printing press provided additional money. All this, 
diminished by graft of unheard-of proportions, Perén used for 
the expansion of industry and large-scale armament. Business- 
men—in industry and commerce alike—he irked by not leaving 
them much leeway for their own decisions. They resented hav- 
ing to get government approval for practically every move. And 
all of them he angered not only by treating them thus as wards 
of the government but also by imposing an Argentine variety of 
the Welfare State: price control, high taxes, wage increases, 
indemnity for discharged workers, a one-month bonus, paid 
vacations, social security, etc. Yet, he was unable to increase 
productivity and efficiency, for lack of modernization of ma- 
chinery. Price control, except for subsidized foods, was inade- 
quate. But all in all the ruffled feelings of business were assuaged 
by the fact that it made very fat profits. With higher wages, 
etc., consumers had more purchasing power than ever before. 
All went relatively well as long as Perén could draw upon war- 
accumulated gold and exchange reserves, exploit the world food 
market, and pump purchasing power into the economy. 

Having “delivered the goods,” Perén could afford the “luxury” 
of honest elections in winning his large majorities, although as 


2 Peron emulated the Russians very successfully in the art of saying one 
thing while meaning the contrary. (See Argentine Riddle, p. 70). 
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a precaution obstacles of every conceivable type were placed in. 
the path of the opposition’s campaign. The organized opposi- 
tion—as distinguished from disgruntled big land-owners without 
a political organization—consisted only of the old liberal party, 
the Radicales, the never strong Socialistas having been driven 
underground.’ But the Radicales have no popular leaders. Even 
more were they hampered by the fact that they could only stress 
the civil liberties issue; economically they could never offer 
something better than Perén’s full employment and economic 
independence. 


Yet, though pampered in many ways, Labor did not become 
an active part of Perén’s power machinery. The army and the 
other pillars had every interest to prevent this, even if Perdén 
had had any intention of giving Labor an active role. The 
unions are only a tool, with Perén-imposed leaders. Yet Perdén 
was able to “buy” Labor’s support, as long as his industrializa- 
tion program could be pushed ahead and full employment be 
maintained. 


The situation changed. The world market became choosy. 
The exchange reserves were squandered in the years 1946-1948, 
and then they were gone. The Marshall Plan millions failed to 
flow into Argentina. And so the Five-Year “Plan” had to be 
suspended in 1949. And Per6én sought to muddle through. In- 
flation became rampant. Prices gained ascendancy over wages, 
Labor grew dissatisfied. The pampering days were over, and 
Perén had to tighten his dictatorship. The Constitution was 
reshaped to suit Perén’s purposes. The courts lost their inde- 
pendence. And the last vestiges of “liberal” values were done 
away with by making it a punishable offense to criticize (“show 
disrespect for’) any government official. 


Per6n gambled on the imminence of America’s war with 
Russia, and was wrong. Perén gambled on the maintenance 


* The Communists did not oppose him and were rewarded by tolerance 
(their paper appeared legally). But their line was not that Perén was to 
be supported because of his improving Labor’s situation. They hailed him 
because of his “anti-imperialist” stand, they pretended to see him a foe of 
“American imperialism,” which tied in with the Russian line. This would 
probably change with acceptance of the loan from the United States. 
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of his quasi-monopoly of food in a hungry world, and was wrong. 
And on top of all this, the lack of rain seriously jeopardized 
Argentina’s exports of grain and meat. Her economy became 
shaky. Perén had to seek an American loan, although he had 
emphasized so often that he would “never” ask for a foreign 
loan. However, by letting himself be “induced to accept in- 
sistently proffered American machinery on long-term credits,” 
he avoided, or sought to avoid, the loss of face involved. As a 
precaution, he had already begun to forestall criticism by his 
renewed persecution of the few remaining independent news- 
papers and by intensifying his secret censorship of mails and 
telephone conversations. He found it necessary to grant higher 
prices to agriculture and to curtail industrial credits. And in 
the event of continued economic deterioration, he would still 
not have to make concessions to civic liberties, but might have 
to take the leading exponents of business into the power partner- 
ship—and, maybe, some of the landowners too.* This would 
lead to a power structure like that of Hitler’s regime before 
the second world war, to which Perén’s regime already has tended 
to become more and more similar. 


* ok * 


The American press has been poking fun at Perén’s subtle 
distinction between an American “loan” which he would “never” 
accept, and the $125 million American “credit,” which he grab- 
bed. Something ought to be said to explain Perén’s viewpoint. 
In the Anglo-Argentine trade pact of September 1946, Britain 
promised free convertibility of sterling into dollars. In agree- 
ing to this clause, the negotiators on both sides probably played 
a game of “I know that you know that I know that you know 
this is too good to last.” Yet, on the face of it, Perén can and 
does claim that this promise—which Britain he thinks surely 
could not have given without previous American understanding 
—caused Argentina to undertake forward commitments for 
dollar imports from the United States. If, Perén asserts, Britain 
was later forced by the United States to repudiate this promise 


* Since this article was written, there have been signs of a “reconcilia- 
tion” with the estancieros. 
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in August 1947, it is America’s and not Argentina’s fault that 
the dollars became unavailable. 


Further, Perén can and does claim that Argentina was in- 
duced to spend her exchange reserves and undertake still more 
forward dollar commitments by the promise of a share of many 
hundreds of millions of dollars in the Marshall Plan bounty. 
The New York Times of January 9, 1948 reported that Secre- 
tary Marshall had said that “out of the initial $6.8 billion... 
not less than $2 to $2.5 billion will have to be spent in the other 
western hemisphere countries.” On February 10, 1948, the 
same newspaper reported that “The State Department already 
has let it be understood that Argentina might naturally expect 
the largest share of dollar expenditures in Latin America under 
the Plan.” And the Journal of Commerce reported on February 
2, 1948 that about $1.4 billion had been earmarked for Argentina. 
Conversations with the American Ambasador led Miranda, then 
Per6én’s economic czar, to state on May 4, 1948 before the Ameri- 
can Legion Post of Buenos Aires that within the next twelve 
months Argentina “counted on receiving more than one billion 
dollars from export, most of it from E.R.P.” As we know now, 
Argentina received only minor business under the ECA, and the 
American Ambassador has declared that he never made any 
firm commitments, but only mentioned estimated amounts of 
purchases. This was probably true enough, but non-committing 
(although not non-committal) as the Ambassador’s statements 
may have been, they were taken as promises. They caused 
Argentina to count on at least $800 million from ECA. (Economic 
Survey, Buenos Aires, December 2, 1947). On the strength of 
them the Central Bank undertook new forward dollar obliga- 


4 Very likely the State Department and the ECA worked as often at 
cross-purposes without informing each other. At least Perdén, in a speech 
of May 12, 1950, before delegates of the Argentine Chambers of Commerce, 
reported about a conversation he had with the American Ambassador and 
the ECA envoy: “I said, ‘Well, we are ready, we have so and so much, a 
quantity of millions of hides.’ And the ECA envoy said, ‘No, we won’t buy 
anything here.’ I looked at the Ambassador. He tore his hair and said he 
didn’t know what was going on—that he had gotten a promise in writing. 
And so they left us stuck with everything.” (La Prensa, May 13, 1950). 
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tions of which some $200 million could no longer be covered by 
May 1948. 


From Perén’s viewpoint, the United States had again welshed 
on her word, and it was thus not Argentina’s fault that the 
Central Bank, with its cushion of exchange reserves gone, had 
become unable to honor its dollar permits. When the United 
States complained about Central Bank exchange permits and 
letters of credit remaining unpaid, Perén could point out that 
it was entirely up to the United States to remedy the situation: 
if the United States would take more Argentine goods, the in- 
voluntary advance could be worked off by assigning to it a per- 
centage(at first 20 per cent, later 30 per cent) of the dollar 
proceeds. (A substantial reduction in the arrears was actually 
accomplished in this fashion). If this did not seem quick enough 
or if the United States did not want to take additional Argentine 
merchandise, Perén did not mind if the United States govern- 
ment wanted to bail out its exporters and banks with a credit 
to cover past-due debts. This meant only, reasoned Perén, that 
the United States government would be alleviating a shortage 
of its own making! But he, Perén, would not ask for a loan. 


Per6én adopts the same viewpoint with respect to the credit 
designed to finance Argentine purchases of American farm 
machinery. Argentina has recently won before an American 
Federal Court her case against the United States for damages 
caused by the U. S. Government’s repudiation in 1943 of the 
import permit previously granted for quick-frozen meat from 
the disease-free southern port of Argentina, Tierra del Fuego. 
(See Argentine Riddle, p. 199 ff.). If the United States, rea- 
sons Perén, would no longer insist on keeping our meat out under 
flimsy pretexts and if she would take more Argentine goods in 
general,® we could pay cash for American machinery. This not 
taking place, we would like to buy American equipment on open 


5 This is of course unlikely. When the $125 million loan was being dis- 
cussed, it was reported that Export-Import Bank technicians had noted 
that Argentina’s “dollar-earning potential’ did not warrant a loan of 
more than $65 million. This under the realistic assumption that the United 
States would continue to place obstacles in the way of importation from 
Argentina. 
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long-term credit. If the American exporters need financing on 
this end and if the United States government extends a helping 
hand to them, that is no concern of ours. We will cooperate 
but you cannot say that I, Perén asked for a loan.® 


The thought that Perén is not entirely to blame for the mess 
he is in economically, State Department pangs of conscience for 
having contributed to Perén’s difficulties, may go a long way to 
explain why the Department tried so hard to have the United 
States Government rescue him, well knowing that additional 
credits would have to be granted later. Yet, Perén is aware 
of the fact that even the State Department could not white- 
wash him to the extent of making him out as a loyal friend of 
the United States worthy of U. S. assistance. It had to scare 
the opposition in the National Advisory Council and Export- 
Import Bank into granting him the loan’? by warning that he is 
a “lesser evil,” that his regime would collapse without U. S. help, 
to be followed by a still less friendly, still more nationalistic 
successor. 


Per6én is in a position similar to that of an over-indebted 
businessman who can exact new money from his creditors by 
the threat that they will lose all by driving him into bankruptcy. 


Under these circumstances, why should Per6én feel grateful 
for the American credit extended to him? He knew all the time 
that sooner or later this just had to happen. The New York 
Times correspondent in Buenos Aires, reported as long ago as 
December 1, 1946 in the New York Times Magazine that when 
Braden was still Ambassador and was openly attacking Perén, 
Per6én said to a journalist: “You will see that when the smoke 
all clears away, the Americans will be down here with satchels 
trying to get orders from us.” Was not Perén a realistic 
prophet? 


6 The loan being negotiated with private banks is neither a “loan” nor 
an “open credit.” It is reported to be largely if not wholly secured by 
gold. The gold so mortgaged could still appear in the Central Bank state- 
ments as reserves, a further symptom of the reliability of current statistics. 


7 And giving Argentina a preferential rate of interest as against rates 
accorded friendly countries like Brazil. 
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The frequently-heard argument that by our now helping Perén 
out of his quandary, the United States can “‘buy” him, acquire 
his friendship, get his support in the fight against communism 
and make him ease restrictions on private business, is fallacious 
wishful thinking.* This holds even more true about the wide- 
spread expectation that Perén will soon ease up on his curtail- 
ment of civil liberties. Assistant Secretary of State Miller, who 
was the foremost advocate of the loan, stated: “We hope that 
once Argentina is on her feet, civil liberties, as we think of them, 
will be restored.” (Time, April 17, 1950). The Associated 
Press story on the loan, spread across the country on May 17, 
began with the words: “American officials expressed hope today 
that a $125 million credit to Argentina will persuade President 
Perén to grant more civil liberties in his country.” 


Why should he? 


Perén cannot be bought or hired with American money. At 
best he can be “rented” for a while. As for communism, the 
very fact that he needs the support of the Church now more 
than ever would not allow him any pro-Russian policy, even if 
he wanted to do it. That he had to promise better treatment 
for American industries (especially movies, meat-packers, air- 
lines, oil and farm equipment) in return for the American credit 
is obvious. But it was not made a precondition and we can 
never be sure that whatever easing of restrictions he is allowing 
will last. Even less can we count on his relinquishing his totali- 
tarian controls over the economy, without which his regime 
would lose most of its grip on the country. And as for civil 
liberties: now that he has his dictatorship bolstered by the re- 
shaped constitution, his denial of liberties is neither illegal nor 
unconstitutional, and there is no longer an independent judi- 
ciary.” 


8 See, for instance, the editorial of the New York Times, May 4, 1950, 
where we find this State Department-inspired statement: “It will be in- 
valuable ... to know that Argentina will be on our side this time in the 
event of war.” Do we know that? 


° Furthermore, is not non-interference with internal politics our cur- 
rent line in Latin America? Perén has not forgotten that the State De- 
partment helped him with the presidency with the badly-timed Blue Book. 


ee ee ee ee 


—" 


—™ As 


G2 tet 





CAN PERON BE BOUGHT? 35 


Perén will be anything but a reliable ally. Even the New York 
Times could not refrain from calling our “deal” with him a 
“calculated risk”—a magnificent understatement. It is not risky 
at all to expect—in fact, it can be calculated at a 100 per cent 
rate of probability—that Perén will repudiate an agreement as 
soon as it has outlived its usefulness to him. True, all sovereign 
governments have at some time in history broken even solemnly 
ratified treaties. Unless superior power forces a government 
to stick to its obligations, it can always disregard them. But 
welshing is not something normally to be expected. As a rule, 
international obligations have been broken only in emergencies, 
in an historical setting that’ made the break so to speak un- 
avoidable. What makes Perén unique is that he can so utterly 
be relied upon cynically to welsh whenever he thinks he can 
get away with it..°. When it happens that an international 
obligation has to be broken, democratic statesmen take pains to 
justify this step in elaborate statements before the public opin- 
ion of their country and before history. Dictators can afford 
to be cynical. Of what incredible performance in this respect 
Perén is capable may be seen from the way he got rid of the 
Justices of the old National Supreme Court after his inaugura- 
tion as constitutional president. He had them ousted by im- 
peachment by his rubber-stamp Congress for the “crime” of 
having “illegally recognized” Perén’s own military dictatorship! 


The State Department and certain groups within American 
business have long been working for U. S. credits to Argentina 
and have now succeeded. They seem to agree with Perén’s state- 
ment of February 1948 on the present-day need for a “realistic 


10 Some European governments found out soon after the war how little 
Peron thinks not only about “informal” obligations but even about signed 
contractual obligations. They had purchased foodstuffs from the Argentine 
government at the outrageous prices the world situation then forced them 
to accept. By the time their ships arrived to carry the goods away, the 
price had gone up still more. Suddenly they were confronted with the 
fact that Argentina refused to grant export permits unless they agreed 
to meet the higher price. They had no choice but to submit, since Argen- 
tina at that time had no competition. (See R. & L. Greenup, Revolution 
Before Breakfast, ChapelHill, 1947, p. 37). 











36 INTER-AMERICAN ECONOMIC AFFAIRS 


and modern diplomacy.” With the utter frankness his mentors 
Hitler and Mussolini also often displayed, Per6én then said: 


“Peoples ... have neither permanent friends nor perma- 
nent enemies: they have permanent interests. Two friends 
with mutually conflicting interests will not be long in turn- 
ing into enemies, just as two enemies with parallel interests 
will soon become friends. . .” 


Evidently the State Department thinks there are at present 
more parallel than conflicting interests between the two na- 
tions.!! 


It took America a long time before we realized what doing 
business with Hitler meant in the end. Is it safer to do business 
with the still small neo-Hitler of the Western Hemisphere? 


11 The American farmers are likely to disagree. In her grain exports 
Argentina is and for a long time will remain our competitor. But the 
American equipment industry wants to sell to Argentina. A country in 
the process of industrialization is a good customer for machinery—provided 
she has dollars. And if we won’t let Argentina earn dollars by exports to 
the United States, we will have to donate them to her. A beginning has 
now been made... . 
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By Vrrgil Se hui 


In this age of discriminatory trading practices, economic blocs, 
and dollar shortages the world must also contend with the strong 
desire of the economically relatively backward nations to achieve 
rather rapid economic development. At first glance, pressure 
for economic development may seem to intensify the difficulties 
associated with trade disequilibrium. One is likely to assume, 
for example, that a concern with development must induce many 
underdeveloped nations to substitute high-cost domestic output 
for imports, especially those of European origin. This is not, 
however, the conclusion of this paper. It will be argued that 
Point Four is both a challenge and an opportunity to us as 
well as to the underdeveloped nations, and that a development 
program such as is envisaged under Point Four can be designed 
so as to contribute to and not detract from a solution to western 
Europe’s balance of payments problems. 


The President’s now-celebrated fourth point of our foreign 
policy represents fresh thinking on one of the thorniest politico- 
economic problems of the century. But the official scheme, 
heralded as a “bold new program,” is neither bold or new, and 
remains—months after its enunciation—too vague to be called 
a program. The important thing, however, is that the President 
has issued a call for action in a vital area. Our position of 
world leadership demands action. This must be unmistakably 
bold and the program must seize the imagination and raise the 
hopes of poor people throughout the non-totalitarian world. In 
short, we must stress long-term teamwork between ourselves 


* Mr. Salera is professor of economics at San Jose State College. 
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and the underdeveloped peoples; such teamwork, moreover, must 
strengthen the economic position of western Europe and help 
to restore a fully multilateral trading world. 


This paper is divided into two parts. In the first, an at- 
tempt is made to indicate the impact of a large-scale develop- 
ment program on the United States economy. In the second 
and main part,_I outline an ambitious scheme of development— 
a scheme that seems called for by the existing state of the world 
economy and our dominant economic position. The scheme to 
be described is this writer’s attempt to inject much-needed 
boldness into the “bold new program.” 


It is commonplace to remark that the world’s poor people 
are easy victims of totalitarian ideology. About half of the 
world’s poorest people are now within the communist fold, 
and pressure increases daily to throw still more millions into 
the other camp. Action along the lines of Point Four is thus 
an urgent matter, even in areas (such as Latin America) that 
are not easily and directly accessible to Soviet arms. 


Economic development as we have known it has been carried 
out overwhelmingly by private enterprise, in a world environ- 
ment hospitable to business and overflowing with prospects of 
rich rewards to the investor-adventurer. Moreover, during 
most of the past creditors behaved in a manner appropriate to 
lenders. Compare, for example, Britain’s attitude toward im- 
ports with our own. However, the basic setting has changed 
completely. Our country, the dominant international lender of 
today, has yet to adopt a sensible attitude toward imports and 
to convince the world that we mean to stick to an internationally 
desirable import policy. Most important, however, is the fact 
that the masses in the underdeveloped areas who have long been 
without a voice and without visible aspirations, now have native 
spokesmen (including communists), and they have been stirred 
by growing awareness of the possibilities of a richer material 
life. There is also a competing social system that threatens 
the future of democratic politico-economic systems everywhere. 
Under privileged people seem to have a blind faith in the ability 
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of the rival social system to “deliver the goods.” Anyone who 
knows these people realizes that they generally regard “freedom” 
as an empty word when they cannot link the term with a 
system from which they obtain visible improvement in their 
material status. As far as the masses in the underdeveloped 
areas are concerned, we must weaken or sever the ideological 
grip of communism by demonstrating that a link with our 
system can do more for them materially than any other tie-up. 
Once we are in the process of demonstrating this, we should 
be able to make relatively rapid strides in persuading them of 
the virtues of a free democratic society. 


It goes without saying that Point Four cannot be separated 
from the cold war. Two consequences follow. First, a United 
States-sponsored development program should not strengthen 
the position of the countries behind the curtain, however much 
such countries are in need of economic development. Second, 
Point Four will probably be the means by which we may con- 
tinue some phases of Marshall aid after 1952. I do not wish 
to enlarge upon either of these points, except to say that some 
of the analysis to follow must be interpreted in the light of the 
cold war and the post-Marshall requirements of our friends in 
western Europe. 


Impact of Large-scale Development Program on the United States 


We need not dwell at length on the effects upon the United 
States of a higher state of economic development that the out- 
side world will attain in the future. The relatively most effi- 
cient of our industries will benefit tradewise, and other industries 
will have to adjust themselves to foreign competition. At 
bottom, nothing more is involved than the impact of economic 
progress. 


In 1948, our net income from foreign investments was about 
$1 billion. We do not know how long future annual gross 
investment will exceed net income and amortization on the total 
of our foreign investments, but it is unlikely that gross annual 
investment will exceed net income and amortization for more 
than a decade or two if we really get going on a Point Four 
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program. It is sometimes said that past investment is irrelevant 
to an analysis of Point Four because we need consider only the 
problem of servicing future investment. This view has some 
merit, but it has to be accepted with reservations in view of 
the fact that our balance of payments on current account is not 
compatible with our existing foreign investment position. 


Some analysts even claim that Point Four investment need 
not be large at all. This seems to be the position of people at 
the Harvard Russian Research Center. Their studies show that 
some of the most backward republics of the Soviet Union 
(Uzbek, Turkmen, Tadzhik, and Kirgiz republics) have made 
progress along the road to development with “a rather moderate 
amount of net capital assistance, and probably zero net assist- 
ance, from the rest of Russia.” Note the stress on net capital 
investment. I think we should be wary of using Russian ex- 
perience in connection with Point Four, if only because of the 
well-known Soviet policy of keeping consumption down to the 
lowest level consistent with the avoidance of political unrest. 
The people we want to help are keenly desirous of improving 
living standards early in this generation! Hence, we must deal 
with a problem in which past and future investment and past 
and future debt service are all relevant considerations. 


For simplicity’s sake, however, let us confine the analysis to 
the problem of servicing future investment. The first point to 
note in this connection is that the capital export phase of Point 
Four will run for decades. Thus we must expect future annual 
gross investment to exceed income and amortization on Point 
Four investment for many years. It is important that our in- 
vestment not take the form of discriminatory “tied loans.” 
Under non-discriminatory lending, American net annual in- 
vestment should enable the developing countries to finance pur- 
chases of capital goods from Europe as well as from the United 
States. Because of such net investment, we shall have higher 
exports under Point Four than in the absence of the program. 
Americans producing for export will enjoy higher money in- 
comes. Since there is no reason to believe that domestic invest- 
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ment or expenditures on consumption will decline because of our 
foreign investments, the Point Four program will have an 
expansionist effect. The program will tend to raise employment 
when the economy is in a state of underemployment or to raise 
prices when we are operating at a high employment level. 


If we have to adopt policies to maintain high-level employment 
at home, the Point Four program may be one of the most 
desirable means at our disposal. For one thing, it appears that 
capital-saving inventions are becoming relatively more import- 
ant in the United States. The coaxial cable, for example, is 
but one of many striking illustrations of the way in which an 
increase in product can be obtained with a less than propor- 
tional increase in capital investment. In the underdeveloped 
areas, however, when manual operations are mechanized there 
is a decline in labor requirements per unit of output and an 
increase in capital requirements per unit of output and per 
unit of labor. Since capital-saving inventions complicate the 
process of adjustment to technological change, an extensive 
Point Four program will serve to minimize adjustment difficul- 
ties at home and to lengthen the period over which we can 
adapt resources to new market requirements. 


In the second place, foreign investment has some advantages 
with respect to general economic stabilization. We know, of 
course, that the effects on domestic employment per dollar of 
investment are the same in foreign investment as in domestic 
investment. There is only one exception to this statement. 
Conceivably, foreign investment could stimulate additional 
(export) demand for United States agricultural commodities 
in inelastic supply whereas an equivalent domestic investment 
would increase the (home) demand for such goods to a smaller 
extent. Nevertheless, foreign investment is preferable to 
domestic investment with respect to an important agricultural 
aspect of our general problem of economic stabilization. In 
the absence of Point Four, our exports most likely to be cur- 
tailed (through displacement by non-United States sources of 
supply) are cotton, tobacco, and wheat. A large part of the 
domestic production of these products is exported. The loss of 
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export markets might not be serious if the income elasticity of 
demand for such products were high; actually, however, the 
coefficient of elasticity is low. We cannot, therefore, offset the 
employment effects of declining exports of these products by 
means of a policy of maintaining high effective demand at 
home.! (This is not to argue against a policy of maintaining 
high-level monetary demand. For example, resource mobility 
is increased when the domestic economy is buoyant, so that any 
required readjustments are made more easily when general 
business activity is high than when it is low. Nor, of course, 
does the argument support the Soviet thesis that foreign aid is 
necessary to shore up our economy). 


A word about the effects of Point Four investment on foreign 
and United States living standards. Given the population 
level, we may express a nation’s living standard in simple terms 
by saying that it is equal to domestic production plus imports 
minus exports. The long-run effect of increased United States 
foreign investment is to reduce the United States export surplus 
and to increase the foreign export surplus. At first glance, it 
appears that large-scale investment increases the differences in 
living standards: foreign imports decline in relation to exports. 
To argue along these lines, however, is to ignore the effects of 
foreign investment on domestic production in the developing 
countries. Unless a substantial part of foreign investment is 
misdirected, there is every reason to believe that debt service 
will be only a fraction of the productivity gains. 


An important benefit from Point Four investment is likely 
to take the form of reduced military expenditures by the United 
States. Those parts of Asia not within the Soviet orbit have 
keen aspirations to develop their resources and improve their 
present living standards. The same holds for the non-Asiatic 
world. If these people cannot improve their economic base for 
want of capital, they will be easy prey for communist infiltra- 
tion. We should then be forced to offer more emergency foreign 


1See Walter Salant: “The Domestic Effects of Capital Export under 
the Point Four program,” American Economic Review, Supplement,, May 
1950, pp. 499-500. 
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aid and to increase our defense expenditures. In fact, it has 
been said that savings on military expenditures might well ex- 
ceed the total of Point Four investment. 


Similarly, increased foreign investment could be a means of 


reducing outlays for farm prices and/or income support opera- 
tions here at home. 


A somewhat different problem arises in connection with the 
long-run growth of United States imports. Eventually we shall 
probably have an import surplus.2 Will such a state of affairs 
help to defeat our objective of maintaining high-level employ- 
ment? There is no reason why it should. All we have to do 
is to adopt expansionist monetary and fiscal policies to assure 
reasonable levels of employment. The danger is not that we 
shall be unable to avoid unemployment, but that we shall get 
into an inflationary spiral in the pursuit of an expansionist 
policy. As for employment in industries competing with im- 
ports, it is likely that in a growing economy such industries will 
not have to contract absolutely but only in a relative sense. 


It may be charged that our analysis overlooks the impact of 
economic development upon the level of population. Increases 
in production can, of course, be absorbed by growth in numbers, 
leaving low living standards unchanged. But growth of popula- 
tion does not necessarily mean that developing countries cannot 
improve their living standards. The life span in many under- 
developed areas is only 30 years, as compared with a level of 
over 65 in this country. Improvements in diets, sanitation and 
medical care permit a lengthening of the span of life, thus in- 
creasing the ratio of productive to unproductive people in the 
population. 


2 Professor Evsey Domar has pointed out that an annual investment 
abroad of a given (small) percentage of an increasing national product 
will enable us to avoid an import surplus even in the long run. (“The 
Effect of Foreign Investment on the Balance of Payments,” April 1950, 
unpublished paper). 


3 Salant, ibid., p. 510. 
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A SUGGESTED POINT FOUR PROGRAM. Point Four as 
presently understood seems to consist mainly of a program of 
technical aid coupled with inducements to spur private foreign 
investment. It is doubtful whether the present official program 
is bold enough to give promise of significant results in time. 
This view is mere assertion, of course. I would like to leave 
it on that basis, for want of space, and to proceed to a brief 
and necessarily incomplete statement of an alternative program 
which I believe comes closer to measuring up to the sort of 
thing that is needed. The suggested program lacks the elegance 
of some recent theoretical-statistical treatments of the economic 
development problem, but I submit that it has fewer over-simpli- 
fications than many analyses and nothing of the grandiose 
planning of others. 


The suggested program will touch upon matters in the fields 
of commercial policy, taxation, investment guarantees, technical 
aid, and investment agreements. 


1. Commercial Policy. Point Four can easily founder on 
the rocks of an unsatisfactory United States import policy. To 
be sure, we have made headway through trade agreements, 
especially since 1947. But we must do much more. We still 
have too many duties at rates of 35 per cent and above, and low 
rates lead a precarious existence under “escape clauses” in trade 
agreements. I suggest that we do away with the escape clause 
immediately, and that Congress empower the President to re- 
duce tariffs unilaterally to a ceiling of 25 per cent ad valorem 
within a period of two years. Thereafter, we can continue with 
reciprocal tariff negotiations on the usual basis. Such a com- 
mercial policy is not unreasonable for the United States—with 
about 40 per cent of the world’s commercial market, of which 
under 4 per cent is supplied by imports. 


Resource owners adversely affected by the freer play of com- 
petition in international trade should be given short-term 
assistance in the form of retraining aid, and the like. It is 
interesting to note that spokesmen for the Administration 
recently recommended action of this nature. 
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We should also commit ourselves not to use export subsidies 
in any form, except to a nominal extent in shipping. It is also 
extremely doubtful whether we should encourage our companies 
to expand the production of foreign products which are to be 
sold for dollars. The case of foreign-produced “dollar oil’ is 
an outstanding example. As long as we continue to maintain 
substantial barriers to U. S. imports, our insistence upon non- 
discrimination with respect to offshore dollar exports can easily 
endanger the success of our whole non-discrimination program. 


2. Tax Inducements. We turn next to the field of foreign 
investment proper. I venture to say that international lending 
today involves more risk than at any period in modern history. 
At the same time, the institutional setting internationally seems 
to rule out high yields from such investments, except possibly in 
the case of oil and one or two other fields of direct investment. 
The upshot is that we shall not get large-scale U. S. foreign 
investment if we are to rely mainly on exhortation. 


Special machinery must be established to induce large-scale 
lending. Both the borrowing and lending countries will have 
to try unorthodox devices to encourage the requisite volume of 
foreign-financed capital formation. Since we are the leader of 
the free world, the major job is ours. We must frame policies 
that reflect our responsibilities in world affairs, and these policies 
must be looked upon as obligations of leadership rather than as 
means of obtaining economic benefits in the narrow sense. 


Much can be accomplished in the field of tax policy. The 
National Advisory Council recently recommended that Congress 
remove tax deterrents to private foreign investment. The rec- 
ommendations included liberalized foreign tax credits respect- 
ing profits and losses realized in different countries by American 
firms, foreign taxes paid by foreign subsidiaries of American 
companies, and foreign estate taxes, and lower taxes on income 
earned abroad by technicians and the like. Such steps should 
prove beneficial. In addition, I would provide tax encourage- 
ment to individuals and firms making investments in foreign 
equities. In particular, tax treaties might be framed that would 
subject re-invested dividend income to one-half of the tax other- 








46 INTER-AMERICAN ECONOMIC AFFAIRS 


wise due, be the tax imposed by a foreign government or our 
own. It is about time that we have a national policy to promote 
the flow of American capital into foreign-managed companies, 
for by this means we may cement desirable commercial relations 
and give recognition to growing economic maturity abroad. Such 
a policy should also encourage a more regular re-investment of 
earnings in underdeveloped areas. 


To encourage greater private investment, particularly that 
of the portfolio type, we might tax interest income on new 
foreign investments at three-fourths of the tax otherwise applic- 
able to the taxpayer. Dividend income on United States direct 
investments probably should not be given special U. S. tax 
treatment. Since direct investments are generally made in fields 
where the return is relatively high, there is adequate compensa- 
tion for risk-taking. As we shall see later, however, we pro- 
pose some indirect assistance to holders of direct investments 
under a suggested program of international economic stabiliza- 
tion. 


3. Guarantees. Bills are before Congress to provide guar- 
antees against risks peculiar to foreign investment. The risks 
in question are mainly those of currency inconvertibility and 
expropriation. It should be noted that inconvertibility is a risk 
that is largely confined to direct investments, and investments 
in foreign equities. In contrast, foreign dollar-bond financing 
does not involve such a risk, except in an indirect sense. It 
seems that we should encourage dollar-bond financing, mainly 
because it is low-cost financing to developing countries. More- 
over, under our economic stabilization proposal we can take care 
of what are perhaps the most important risks connected with 
the servicing of U. S. investments, including direct investments. 


Inconvertibility and expropriation are partly the consequence 
of a general situation resulting from the historical instability 
of our own economy. To the extent that we are able to lick 
our own instability, or to compensate underdeveloped areas for 
it (at least in part), we can look forward to less inconvertibility 
of currencies and expropriation. 
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For present purposes, the convertibility that is relevant is 
that connected with interest and amortization payments. Under 
the International Monetary Fund, such transfers are classified 
as current transactions. Perhaps we are justified in making 
the somewhat optimistic assumption that freedom of transfer 
will characterize current transactions after the post-transition 
period. The convertibility guarantee, therefore, is not likely to 
have much significance over the life of Point Four, unless, of 
course, the IMF turns out to be a complete flop. Thus, we may 
conclude that a flourishing international investment does not 
require governmental guarantees against currency inconverti- 
bility. 


What about the case of expropriation? The risks of expropria- 
tion are very real in some parts of the underdeveloped world. 
It is doubtful, however, whether government guarantees against 
such risks would do much to stimulate private foreign invest- 
ment. Those who have dealt with this problem agree that ex- 
propriation is difficult to define in a hard and fast way. Wran- 
gling between governments about alleged expropriatory acts 
could well be the main result of a guarantee system. (If exprop- 
riation were limited in agreements to clear-cut and simple cases, 
say, physical seizure of plants and nationalization without com- 
pensation, it is unlikely that the government of an underdevelop- 
ed country would be so naive as to carry out anything but a 
subtle form of confiscation). If, then, we are to have long- 
winded intergovernmental disputes about the matter, is it not 
fair to say that guarantees will fail to stimulate a large volume 
of private foreign investment? 4 


Guarantees without a mechanism for offsetting the instability 
of major economies will probably prove to involve a heavy drain 
on our Treasury. On the other hand, under a relatively low- 
cost stabilization program, we shall probably get large-scale 
private foreign lending without investment guarantees as such. 


4 For a more extensive discussion of the difficulties with investment guar- 
antees, see W. A. Brown, Jr.: “Treaty, Guaranty, and Tax Inducements for 
Foreign Investments,” American Economic Review, Supplement, May 1950. 
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4. The Role of the International Bank. The International 
Bank has made an excellent, if slow, beginning in the field of 
long-term lending. Its resources should be expanded and its 
lending policy liberalized. There is no reason why the United 
States should not double its subscription to the capital of the 
Bank, though of course there is no need for such action at the 
moment. And to insure a more democratic voting basis, the 
Articles of Agreement of the Bank should be amended in order 
that the United States share of the total vote will not be in- 
creased from the present level. The Bank’s complaint about a 
paucity of satisfactory loan projects is partly a function of its 
own relatively high loan standards. In particular, the Bank 
should forego its commision and offer a liberal repayment sched- 
ule in connection with projects, such as transportation and power 
generating facilities, that promise large external economies but 
that do not yield tangible benefits except after a lapse of years. 


5. Technical Aid. We should commit ourselves to carry out 
a generous program of technical assistance to underdeveloped 
areas in such fields as agriculture, health, education, and the 
like. For present purposes we may define an underdeveloped 
nation as one in which per capital national income is not over 
one-fourth of that prevailing in the United States. About half 
of the nations of the world are underdeveloped by this standard. 


I suggest an annual expenditure of $200 million (in 1950 
dollars) for 25 years, distributed on the basis of relative merit 
to friendly underdeveloped nations that are not pursuing policies 
discriminating against American investments. Relative merit 
should consist not only of relative need, objectively determined, 
but also (1) relative standing in terms of the extent to which 
nations attack their developmental problems by making use of 
their own resources, and (2) relative performance in working 
toward a world-wide system of multilateral settlement in trade, 
modest levels of tariff and quota protection, and an equitable 
system of taxation at home. This part of Point Four might 
very well be carried out in close cooperation with specialized 
agencies of the UN. Here would be some more useful work for 
the Economic Commission for Latin America. 
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It would doubtless be a good thing to use about $10 million 
of the $200 million yearly expenditure to train or finish 1,000 
or more foreign technicians a year in our universities. We 
could easily design short courses to accomplish such a purpose. 


6. Bilateral Agreements on Investment. Special bilateral 
agreements should be negotiated to form the core of a program 
for truly large-scale private foreign investment. It is suggested 
that such agreements include the following provisions. 


First, public investment projects should be selected by the 
other government but such government and a newly constituted 
(Point Four) section of our Embassy, working in consultation 
with technical specialists, should jointly determine project prio- 
rities. Such priorities should be decided solely on economic 
grounds. It will probably be desirable, however, to exempt 
private investment from such controls, on the ground that 
economic tests apply in such cases. 


Second, the other government should agree to establish a 
special amortization fund in convertible foreign exchange. It 
should set aside in such fund one-fifth of any yearly increase in 
convertible foreign exchange reserves up to a limit of one year’s 
contractual obligations in convertible currencies. The obliga- 
tions may be measured by a five-year moving average. Obliga- 
tions payable in inconvertible currencies presumably do not 
require such an arrangement. 


Third, our government should commit itself in such agree- 
ments to establish what may be called a system of “investment- 
service stabilization payments.” We should pledge ourselves 
to make payments to signatory governments whenever our 
economy is a source of world imbalance, namely, when we are 
in a condition of depression or whenever our current account 
surplus is unmatched by current international long-term lend- 
ing. For this purpose we need a simple and readily available 
definition of depression. It may be defined as a condition in 
which the official unemployment level has exceeded 5 million 
for three consecutive months and the cost of living index has 
been moving downwards. The investment-service transfers, 
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which should be freely spendable anywhere, might be as follows: 
200 per cent of dollar interest due on the total of outstanding 
dollar indebtedness of the portfolio type in the first year of U.S. 
“imbalance,” 150 per cent in the second year, 100 per cent in 
the third year, and 67 2/3 per cent in the fourth and succeeding 
years. By making the payments on a liberal basis in terms of 
interest obligations due, we stress the importance of portfolio 
investments and at the same time we provide financial leeway 
to take care of some part of the transfer of dividends on U. S. 
direct investment. In the event that a signatory underdevelop- 
ed country increases its monetary and gold reserves while in 
receipt of “investment-service stabilization payments,” it would 
be required to refund to the U. S. government any such receipts 
up to the amount of the current increase in its monetary and 
gold reserves. Signatory governments would forfeit the right 
to such funds to the extent that they were in default to United 
States creditors. There would also have to be other safeguards. 
For example, we would have to take steps to see to it that a 
surplus in the United States current account was not induced 
by planned inflation abroad. 


It is important to note that under our scheme Treasury 
stabilization payments would perform a functional role with 
respect to present and future investment, by removing one of 
the main deterrents to foreign investment. There would be no 
outlays to reimburse investors who were unfortunate enough to 
have made bad investments; to do so would be to reduce the 
incentive to maintain selectivity in the field of foreign capital 
formation and perhaps to invite government intervention in 
American foreign investments. 


The purposes served by such stabilization payments would be 
several. They would enable the other signatory countries to 
maintain essential imports on a non-discriminatory basis with- 
out impairing their credit. Although the scheme would in effect 
require our government to service interest payments on some of 
the foreign dollar debt under certain conditions, this should not 
be too big a price to pay for stimulating investment abroad. 
Moreover, the net cost to our Treasury would be much less than 
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the gross dollar outlays owing to recoveries via the income tax. 
The proposed stabilization payments would also help to create 
a large and stable volume of long-term international lending, by 
reducing the risks of such lending. In addition, the stabiliza- 
tion payments would increase the flexibility of our fiscal system 
in the face of a business downswing here at home. On the other 
hand, the payments would be de-stabilizing when made in periods 
of high U. S. employment for the purpose of offsetting a cur- 
rent account surplus in our balance of payments. Presumably 
we could counter such de-stabilizing influence through the use 
of appropriate policies of monetary and fiscal contraction. 


It will be noted that the investment-service stabilization pay- 
ments would not cover dividends on direct investments, except 
that such coverage would be obtained in part as a by-product. 
Our proposal thus runs counter to the usual view that we should 
favor foreign investments that do not involve rigid contractual 
service payments. Flexibility is desirable, other things equal. 


The customary stress on flexibility, however, amounts to the 
proposition that we need a means of counteracting the periodic 
instability of the supply of dollars. Our system of investment- 
service stabilization payments will reduce such instability, and 
by so doing will reduce the significance of rigid contractual 
obligations. 


Moreover, there is a danger that continued reliance on direct 
investments (admittedly the main form of international invest- 
ment by Americans since the war) will reduce rather than in- 
crease opportunities for Europe under Point Four. In other 
words, there is a danger that Point Four will strengthen what 
are already very strong United States economic ties with the 
underdeveloped world while leaving Western Europe in what 
John H. Williams calls the “backwater.” 


American direct investments are in effect informal “tied 
loans.” We need to hit upon unorthodox methods, if necessary, 
to stimulate a large volume of investment from which European 
exporters will benefit at least as much as our own. Portfolio 
investments seem best suited to this purpose. (In order that 
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the multilateral trade benefits may be maximized, we might keep 
western European governments informed about the progress of 
dollar loan negotiations). By limiting the investment-service 
stabilization payments to contractual interest obligations, we 
may be able to provide something like the degree of multilaterali- 
zation of investment that seems to be called for at the present 
time. There is no reason why we cannot devise a system by 
which we speed up the development of underdeveloped areas 
and simultaneously help western Europe to earn her way inter- 
nationally. If the views of Colin Clark and others are correct, 
namely, that we can expect a long-run improvement in the terms 
of trade of primary producers, there is an added reason for devis- 
ing means to help western Europe share in the fruits of inter- 
national investment. 


The suggested program is premised upon the desirability of 
(1) making maximum use of automatic stabilization activities 
of government, and (2) minimizing government-to-government 
lending and maximizing private foreign investment. There is 
the further presumption that the proposal will enable us to 
achieve the largest volume of development investment per dollar 
of Treasury outlay. 


Close examination of the details of this proposal and of the 
inter-relations among its parts will doubtless reveal that there 
are some “bugs” in the scheme. I suggest, however, that the 
arrangement may be a speedy and effective way of demonstrat- 
ing to the world that we mean business when we say that we 
wish to help friendly nations achieve economic development 
within the framework of traditional standards of fair play in 
international economic relations. The suggested arrangement 
also seems to be flexible enough to enable us to come to grips 
with the biggest problem we have in the field of international 
economic policy—how to create a truly modern version of the 
old multilateral trading system. 
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In the years between 1889 and 1937 the state of Sao Paulo 
in the southeastern part of Brazil exhibited a remarkable degree 
of regional particularism. This particularism was based pri- 
marily on the economic hegemony of Sao Paulo in the Brazilian 
federation. An unusually favorable ecological complex involving 
climate, coffee-growing soil, waterpower facilities and immigra- 
tion gave rise to a vigorous agricultural and industrial activity. 
Although relatively not large in area, the state by many quan- 
titative economic measures is equal to all the rest of the huge 
country. It is particularly to be contrasted with the backward 
northern states. 


The disparity among the states and the fact that S. Paulo is 
out of balance with the rest gave rise to a series of disputes 
between S. Paulo and the federal government. An historical 
background for these disputes is to be found in the 1880’s, when 
S. Paulo and one or two other provinces were chafing under 
the lack of revenue and administrative centralization of the 
Empire. The disputes began when the American-style federal- 
ist constitution of 1891 created a republic and tried to strike 
a balance between federal power and states’ rights. They re- 
volved around the following principal issues: political and con- 
stitutional autonomy, federal taxation and expenditure, coffee 
production financing, railroad development and immigration 


* Mr. Palmer is Director of Undergraduate Studies in Latin American 
Affairs at Yale University. This article is taken from a doctoral disserta- 
tion based on research in Sao Paulo in 1948-49 on a Social Science Research 
Council area fellowship. 
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subsidy. This article deals with three areas of the problem: 
federal taxation and expenditure, immigration, and the railway 
question. 


Taxation and Expenditure 


The primary economic issue for Paulistas has been that of 
disproportional federal taxation and expenditures in Sao Paulo. 
This situation has come to be expressed in the phrase, “the 
locomotive (S. Paulo) and twenty empty freight cars (the other 
states,” to convey the idea that S. Paulo has financed the rest 
of the country. What makes this figure of speech of special 
interest is the fact that the Paulista sense of discrimination is 
still alive in 1950. Paulistas still consider themselves to be at a 
disadvantage in the matter of federal taxation and distribution 
of revenues. A glance back over the years reveals constant 
irritation with their federal tax situation, together with con- 
siderable justification for their resentment. 


No civilized community of people, however large or small, 
can operate its institutions without financial resources. All the 
political autonomy in the world will not free a local unit from 
dependence upon the central power if the latter controls the 
revenues. In most economically backward countries this situa- 
tion is the prevalent one, and it has especially been true of Latin 
America. Central governments obtain most of the revenue, 
states less, and municipalities practically none. Local officials 
must go to the capital city to obtain funds to build much- 
needed schools or other public improvements. This takes time, 
and often they do not get the funds. The results are that local 
initiative is sapped, and that funds are generally administered 
by people who know nothing about, and are not vitally interested 
in, regional problems. 


Under the Brazilian Empire this was the case, but for many 
years there were no complaints concerning the situation, be- 
cause provinces were merely administrative units with practi- 
cally no political or economic autonomy. It was only near the 
end of the Empire that resentment was voiced, and then mostly 
in S. Paulo. The breakup of the Empire into a federation gave 
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political autonomy within certain limits to these administrative 
units. This posed a neat problem which is faced by every 
federalist form of government. In order to have real autonomy, 
the states needed revenues of their own. Yet the central gov- 
ernment had to have funds with which to fulfill its functions. 
How was a fair balance to be struck in the division of revenues? 
The constitution of 1891 attempted to solve this thorny question. 


This constitution provided that the revenues of the federal 
government were to be from ‘import duties, excises and stamp 
taxes. It could not levy export duties, nor favor one port over 
another. States were given power to tax exports of their own 
production, real property, the transfer of property rights, and 
industries and professions. The commission nominated by the 
provisional government in 1890 decided that export taxes should 
cease in 1895, but the Constituent Assembly changed this stipula- 
tion, leaving it up to the states to legislate regarding export 
taxes.' The latter could also levy stamp taxes on documents 
issued by their own governments and on transactions of their 
own economy. In order to protect their industries, they were 
allowed to collect duties on imports destined for consumption 
within their borders, turning over the proceeds to the national 
treasury. They apparently could not apply duties to products 
entering their territory from other states, nor could they tax 
federal property, income, or services.“ Although this division of 
revenues would seem to favor the states, the latter were reluc- 
tant during the early years to apply the real property tax, a 
fact which diminished their revenues. 


Constitutional assignment of revenues was debated by Paul- 
istas at various times through the years. The debates reflected 
two trends. One was that of a powerful, rich region, con- 
tinually guarding against federal intrusion into the sphere of 
state taxation. The other was a feeling of resentment that the 
federal government was taking advantage of the great wealth 


10 Estado, Feb. 24, 1918. 
* Constituicao do Brasil, 1891, Art. 9. 
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of the state, “milking” it for administrative expenditures in 
the rest of the country, and at the same time giving very little 
in return to S. Paulo. 


During the first decade of the Republic there was evident no 
Paulista dissatisfaction concerning the allocation of taxes. The 
years 1889-92 found S. Paulo increasing its average annual 
revenues by 600 per cent over those of the last year of the 
Empire.* Bernardino de Campos, a president of the state, as- 
serted that during the four years following the proclamation of 
the Republic S. Paulo had a greater budgetary revenue than 
it had had in the sixty-seven years of the Empire.* Meanwhile 
the revenue of the central government increased only slightly 
over what it had been at the end of the Empire. These facts 
caused proponents of federal power to complain about the fed- 
eral-state division of revenues, and to insinuate that Paulista 
national presidents deliberately favored the states in the col- 
lection of revenues. The most vehement criticism of this situa- 
tion was in the form of a letter by an opponent of the federal 
system to President Campos Salles in June, 1900, maintaining 
that the states had sacked the Union. It charged that they had 
taken possession of national lands and mines and failed to re- 
pay federal loans, and that some were even levying taxes on 
imports competing with federal duties. The letter accused 
Campos Salles of having refused to compensate the federal gov- 
ernment for expenditures on public works in the states, and 
it reminded Brazilians that there existed no wealthy church nor 


nobility to plunder, as there had been after the French Revolu- 
tion.® 


In these early years Paulistas admitted that a division of 
revenues unfair to the central government had been made, re- 
sulting in continual deficits for the nation. They lamented the 


3 Almeida, Tacito de, O Movimento de 1887, p. 130. 
4 Magalhaes, O Estado de S. Paulo ¢ o seu Progresso na Actualidade, p. 8. 


5 Andrade Figueira, Conselheiro, A Decada Republicana, vols. VI and 
VII, Rio de Janeiro, Cia Typographica do Brasil. 1900. vol VI, pp. 245-8. 
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economic antagonism created by assignment of federal import 
and state export duties. Paulista expression of opinion on this 
subject took an ingenious form. Rodrigues Alves, then Treasury 
Minister, after conceding that the states had more financial re- 
sources than the federal government, suggested that the former 
follow S. Paulo’s example in relieving the federal government of 
expenditures on immigration, port facilities, and public works. 
Thus the assertion was made that all the states except S. Paulo 
were taking advantage of the federal government. 


At the end of the decade we find the first signs of Paulista 
resentment over federal taxes. A budget law of December 31, 
1898, had seemed to imply that the federal government would 
invade the sphere of the states by restricting state stamp taxes 
to transactions governed by their laws. The question was: 
what did the constitutional phrase, “transaction of their own 
economy,” mean? Paulistas held that a state could impose a 
stamp tax on all acts emanating from its government and on 
the business of its economy. The fact that these were subject 
to federally regulated substantive law did not, in their eyes, 
preclude taxation by the state. S. Paulo interpreted the state 
stamp tax as being applicable to loans, mortgages, and other 
business transactions taking place within the borders of a state.° 
It was conceded by Paulistas that there was an annual federal 
loss of about 6,000 contos in stamp taxes, allegedly owing to 
the fact that all the states, except S. Paulo, had invaded the 
jurisdiction of the federal government. They pointed proudly 
to the example set by the bandeirante state in keeping within 
the limits of the constitution of 1891 by levying stamp taxes 
only on acts of state authorities and on transactions of internal 
state economy.’® In martyr-like tones they stressed that this 
had been done at an annual loss of 600 contos in revenue to the 


6 Anais da Camara, Oct. 8, 1897. 

7O Estado, Aug. 21, 1895. 

8 James, Constitutional System of Brazil, p. 41. 
°O Estado, Feb. 4 and 6, 1899. 

100 Estado, Mar. 3, 1899. 
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state.11 These efforts were of no avail in preventing a new 
federal interpretation of the constitutional provision. 


One tax issue which plagued the Brazilian federation is a 
familiar one to students of early American history, that of 
whether or not interstate duties should be levied. There were 
two aspects to this question. First, could the states inter- 
pret export .duties which were given to them in the division 
of revenues as applying to exports to other states? Secondly, 
could the states levy duties on imports coming directly into 
their territories from other states? The export tax problem 
did not provoke action on the part of Paulistas because they 
enjoyed extensive revenue from foreign export duties. Pro- 
hibition of interstate export taxes worked a hardship only on 
those states which had no foreign exports.!* 


The tax on imports across state borders did arouse Paulista 
resentment. All but three states had continued the old pro- 
vincial practices of taxing products entering their territories. 
Decisions of the Supreme Court on the matter prior to 1904 
conflicted.'* Paulista deputies in the Chamber argued for aboli- 
tion of interstate taxes, although they admitted that the con- 
stitution was equivocal on this point. They urged that for the 
good of Brazil the constitution should be so constructed as to 
amplify implicit prohibitions where the general welfare was 
concerned.'* Once again Paulista pride revealed itself in a 
reminder that only S. Paulo, Santa Catarina, and Rio de Janeiro 
had not levied duties on imports from other states. 


Bernardino de Campos was more explicit in his condemna- 
tion of interstate duties in 1904. He explained that S. Paulo 
was being injured, because the products of the other states 
passed through its territory without paying any border duties, 
while Paulista products were being taxed by the others. The 
federal government was reminded that in 1905 the Paulista 


11 Anais da Camara, Sept. 2, 1904. 

12 Cavalcanti, Regimen Federativo, p. 306. 

13 Cavalcanti, op. cit., p. 274. 

14 Docs. Parls. Impostos Interestaduais. 1900-11, pp. 309-12. 
15 Docs. Parls. Impostos Interestaduais. 1900-11, p. 268. 
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delegation in the Chamber had protested against this fact, but 
that nothing had been done about it. Bernardino pointed out 
that the Supreme Court had rendered numerous decisions, in 
accordance with the constitution, favoring the abolition of these 
border import duties.'®© These complaints finally were the cause 
of the issue of a national decree, which in theory abolished 
interstate duties.'* In practice, the temptation to use the duties 
as a lucrative source of income caused many states to continue 
to levy them. They were again in theory abolished in 1931. 
Finally, in 1934, a constitutional abolishment was rigidly en- 
forced, and interstate duties disappeared.'® 


The most comprehensive early Paulista attack on federal 
invasion of states’ rights in the matter of taxes was made in 
1916 by Altino Arantes, president of the state. He charged 
that the federal government was levying a consumption tax on 
industrial products, a stamp tax on transmission of property, 
and taxes on dividends of concerns situated within one state, 
and that it was threatening to impose an income tax. All these 
taxes he termed unconstitutional and contrary to the states’ 
welfare.” 


After this, Paulista conflict with the federal government 
over taxation took the form of publications and newspaper 
articles of a polemical nature, which sought to prove that S. 
Paulo was being discriminated against in federal taxation. 
Impressive comparisons of industrial production and the value 
of exports were given to show how far S. Paulo had outstripped 
the rest of the nation. Compilations of federal and state 
taxation totals showed how this wealth was being drained out 
of the state by: the federal government with insignificant com- 
pensation in return. Most polemics assumed a defensive tone 
seeking to offer a refutation of complaints by northerners that 


16 Mensagens Presidenciais do Estado de S. Paulo. vol. 1904-6, Message 
of April 7, 1904. 

17 Decreto Federal no. 5402, Dec. 23, 1904. 

18 Rugon, Paul, O Imposto. S. Paulo. Renascenca, 1945. p. 182. 

19 Mensagens Presidenciais do Estado de S. Paulo. vol. 1916, speech in 


July. The threatened income tax materialized in 1918. 
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southern Brazil, especially S. Paulo, was favored financially 
by the federal government. One or two warned that S. Paulo 
was dissatisfied with the situation, and that it would secede if 
the Brazilian government was not changed to a confederation.”° 


Charges that S. Paulo was being “milked” by the federal 
government were first made in 1905, by Bernardino de Campos, 
then Minister of the Treasury, in reply to a complaint by 
certain northerners that S. Paulo was “milking” the federal 
government.2!_ The 1910 state statistical publication gave a 
recapitulation of state income and expenditures between 1889 
and 1910. These figures showed deficits every year, being par- 
ticularly large in the period of 1905-10. The 1920 issue showed 
that deficits continued large for all but the last year.*? Obviously 
most Paulistas inferred that the state government had insuffi- 
cient income because the federal government was stripping it 
of revenue. To make matters worse, accusations had been 
made by people in the northern states that the southern part 
of the country was being built up at the expense of the rest of 
the nation. 


Two complaints of the northern states were to this effect: 
In 1912, a deputy from the small northern state of Piaui pro- 
tested against a proposed tax of 2 per cent gold customs duty 
in all Brazilian ports, to be used to construct the ports of S. 
Sebastiao and Cananos in 8. Paulo. He objected that the rich 
states in the south were being favored to the detriment of the 
poor northern states.** The following year a delegate of the 
Economic Defense Commission of Amazonas maintained that 
the gold exchange resulting from rubber exports had paid dur- 
ing the last eleven years for the cost of immigration services, 


20 Some of these polemicists either manipulated and slanted figures in a 
misleading way or simply furnished erroneous data. The figures presented 
in this article have been evaluated and checked for general accuracy in 
the official statistics, and occasionally the latter are cited directly to fill 
gaps in continuity. 

“1 Almeida, Tacito, de, op. cit., p. 57. 

“2 Anuario Estatistico do Estado de S. Paulo. Years 1910 and 1920. 


“3 Docs. Parls. Elaboracao dos Orcamentes. Viacao. 1912. pp. 49-50. 
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public works, and railroad construction in southern Brazil, with- 
out any benefit accruing to the north.** 


Such remarks spurred Paulistas on to make intensive statisti- 
cal investigations in regard to their economic position in the 
federation. The first study to make a detailed analysis of S. 
Paulo’s economic position was published in 1924 by Cincinnato 
Braga. He began by showing the extremely high state tax 
revenue in S. Paulo in comparison with the rest of Brazil. In 
1920, this revenue amounted to 115,447 contos, which was more 
than twice as great as the revenue of the nearest competitors, 
namely the Federal District and Minas Gerais. This sum was 
higher than the state tax revenue of many of the states of the 
United States of America. In 1919, the value of S. Paulo’s 
foreign exports was 1,087,466 contos, which was equal to the 
sum of the value of exports of all other states in Brazil for 
that year. It was also equal to the average total value of Braz- 
ilian exports in the years just before World War I. Not in- 
cluded in this total were an estimated 500,000 contos of trade 
with the other states, which incidentally revealed an active 
contribution to the internal commerce of the country.~° 

Braga admitted that this looked good so far as it went, 
but he called attention to the fact that S. Paulo also was being 
drained of a large part of its income by the federal govern- . 
ment. Over the years federal taxes had been mounting. The 


following federal taxation statistics for S. Paulo proved this 
fact :76 * 


BO aietsnccncs ....... 19,722 contos 
1990 . 09,377 
1910 ; 92,871 
Ott - 120,463 
1912 . 151,897 
1048 _.... : 155,063 
1920 . _ 181,255 


By 1920, S. Paulo was paying half again as much to the 
federal government as its own treasury received in taxes (115,- 
-4O Jornal do Brasil, Mar. 30, 1921. 


~> Braga, Magnos Problemas Economicos de S. Paulo, p. 12. 
-6 Braga, op. cit., p. 14. 








62 INTER-AMERICAN ECONOMIC AFFAIRS 


477 contos). The federal government already levied import 
and consumption taxes, and it began to apply an income tax. 
It was clear to the Paulista writer that the federal govern- 
ment took advantage of the fact that S. Paulo was a wealthy 
state. He proposed as a corrective for this injustice a con- 
stitutional assignment to the states of all taxes not specifically 
allocated to the federal government. Braga urged that this 
allocation preclude the imposition of a 5 per cent federal divi- 
dend tax on corporations operating within state limits, which 
amounted in the case of S. Paulo to 3,500 contos in annual 
revenue.2*7 Another Paulista complained about the preferen- 
tial financial treatment of Minas Gerais by the federal govern- 
ment, and he cited as an example of favoritism expenditures on 
public works.** Increasing Paulista preoccupation with federal 
drainage of revenue is easily understood in view of the fact 
that S. Paulo balanced its budget only once in the years between 
1905 and 1930, the deficit reaching 215,993 contos in the latter 
year. The increase of federal deficits during the same period 
must have also aroused their suspicions as to where the money 
went.*® 


Immediately after the revolution of 1932, a Frenchman resi- 
dent in S. Paulo, Antoine Renard, furnished facts and figures 
which were grist for the mill of those who had been saying 
that S. Paulo was exploited. He pointed out that the federal 
government obtained a net income of about one million contos 
in S. Paulo. Included in this sum were 300,000 contos in net 
income from federally-operated industries in the state, such 
as the Central do Brasil railroad, the postal and telegraph 
services, and the Lloyd Brasileiro steamship line. Tax revenues 
comprised the rest of the federal net income. The million contos 
amounted to 51 per cent of the total net income of the state. 
Rio Grande do Sul and Minas Gerais, the nearest competitors, 
gave respectively only 35 per cent and 20 per cent of their net 
incomes to the federal government. On a per capita basis, S. 


“7 Braga, op. cit., pp. 158, 164. 

“8 Romeiro, Manoel Olympio, S. Paulo e Minas na Economia Nacional. 
Revista dos Tribunaes. 1930, p. 83. 

“" Anuario Estatistico do Brasil. Ano V. 1939-40, pp. 1410, 1414. 
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Paulo was also far in the lead. Whereas the figure for it was 
107 cruzeiros, for the typical states of Pernambuco and Baia 
the proportions were respectively only 25 and 15 per capita.*” 


The Frenchman then presented further statistics to show that 
federal expenditures in §S. Paulo amounted only to 97,000 
contos, which he termed trifling compensation for taxes paid 
by the state. Even this low figure he proved to be illusory 
by pointing out that it was spent on federal tax offices, mili- 
tary establishments, and industries, while the great majority 
of Paulista institutions were financed by the state or by private 
capital. The writer felt sure that an investigation would reveal 
that the federal revenue obtained in S. Paulo was being used 
partly to succor poor northern states and partly to finance poli- 
tical campaigns.*! These facts increased the Paulista feeling of 
discrimination on the part of the federal government. 


The most important polemical work concerning S. Paulo’s 
disadvantageous economic position in the Brazilian federation, 
written by Alfredo Ellis, Jr., appeared in 1937. He presented 
facts and figures to prove that the state had been exploited 
by the federal administration, and that it would benefit economi- 
cally by changing the Brazilian government to a confedera- 
tion. He first pointed out that between 1882 and 1930 the 
federal government took in tax revenue from S. Paulo 7,086,383 
contos. There followed a comparison of the tax revenue pic- 
tures in various Brazilian states in 1930. The total amount 
of federal tax revenue collected in Brazil that year was 2,175,000 
contos, of which S. Paulo contributed 709,000. Excluding the 
Federal District, this was by far the largest of any state, and 
almost six times as much as the nearest competitor. On a 
per capita basis it was almost twice as high as its closest rival, 
Rio Grande do Sul. Ellis presented the following revenue 
statistics for the year 1930:*" 


30 Renard, Antoine, S. Paulo a Isto. S. Paulo, 1933, pp. 34-5, 40. A 
cruzeiro is worth approximately U.S. $.05. 


31 Renard, op. cit., pp. 35, 37, 44. 
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TAX REVENUES (Contos) 


Tax per 

capita 

State Pop. Fed. State Munic. Total (Cruzei- 
ros) 
Amazonas —....___.. — 425,000 11,882 12,922 4,850 29,154 68.5 
ee 1,375,000 25,028 14,246 5,800 44,574 32.4 
Pernambuco —....__. 2,783,000 71,358 56,847 21,300 149,505 32.5 
Baia _.___..____..__.. 4,014,000 62,235 75,374 28,300 165,909 53.7 
Rio de Janeiro__.__.. _ 1,944,000 38,857 39,973 15,000 93,830 41.4 
Rio Grande do Sul... 2,864,000 125,506 170,374 64,000 359,880 125.5 
Minas Gerais_______.- 7,257,000 61,846 180,530 68,000 319,376 48.3 
Be UNI tas 6,175,000 709,000 408,024 153,631 1,270,655 206.1 


The disproportional federal taxation of S. Paulo can readily 
be seen from these figures. Of the total tax revenue of the 
state, 57 per cent was taken by the federal government, being 
the same proportion as that for Para. The polemicist then 
showed that federal expenditures in the same year in S. Paulo 
were only 97,932 contos, an amount proportionally smaller than 
for any other state.** He pointed to specific aspects of federal 
administration detrimental to S. Paulo. Federal agricultural, 
transportation, and communication services were termed a lia- 
bility to the state, except for the postal service, the surplus from 
which he charged was being utilized to remedy deficits in other 
states.*# 


Attention was paid by an economist, Mario Cardim, in 1937 
to S. Paulo’s indirect economic contributions to the federation 
in the years leading up to 1934. He estimated that between 1913 
and 1934 the other states had contributed only 11 per cent of 
their total net income to help S. Paulo; meanwhile S. Paulo 
made during this period tremendous financial contributions to 
the Brazilian nation. Between 1913 and 1934 the value of 
the state’s exports amounted to approximately half of the total 


32 Ellis, Jr., Alfredo, A Evolucao da Economia Paulista e suas Causas, 
pp. 202, 234. 


33 Ellis, Jr., op. cit., pp. 405, 533. 
34 Ellis, Jr., op. cit., pp. 386-7. 
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value of Brazilian exports, in one year reaching the remarkably 
high proportion of 64 per cent. The same span of years found 
S. Paulo with a large enough favorable exchange balance to 
cover the deficits of all other regions.*® Further investigation 
by the writer revealed that in 1935 the federal government 
drew 43 per cent of its total customs revenue from 8. Paulo, 
and that there had never been a deficit from the privately-built 
port of Santos. Cardim concluded by pointing out that the 
deposit of 48 per cent of Brazilian bank capital in S. Paulo 
made it a good source for loans to the other states.*® 


These polemical works and compilations of facts and statis- 
tics show clearly what the climate of opinion was in S. Paulo 
in the period when the taxation clauses of the 1934 constitu- 
tion were being considered. Paulistas felt that the time had 
come to make a fairer division of tax revenues between the 
states and the federal government. It was pointed out that the 
1891 constitution had assigned certain taxes to the federal gov- 
ernment and others to the states, and had stipulated that all tax- 
ing powers not specified belonged concurrently to both. Paulis- 
tas complained that there had been a steady federal encroach- 
ment on state taxing power to finance such services as agriculture 
and transportation, which services they felt belonged more pro- 
perly to the states. Their proposal was to add income and con- 
sumption taxes to the existing federal list and grant all the 
rest to the states, in return for which the latter would finance 
many services heretofore under federal control. Paulistas were 
mindful that the federal government had much greater facility 
than the states in making and servicing foreign loans.*? 


The opportunity to present their ideas on taxation to the 
nation as a whole was seized by the Paulista delegation in the 
Constituent Assembly which met in 1933 and 1934 to discuss the 
draft of the proposed new constitution. Their leader, Alcantara 


35 0 Estado, Sept. 5, 1937. 

36 O Estado, Sept. 8, 1937. 

37 Cardoso de Nello Neto, J. J., “Discriminacao de Rendas entre a Uniao 
e os Estados,” Revista da Faculdade de Direito de S. Paulo. 1933, pp. 295- 
307. 
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Machado, opposed diminution of state revenue such as a provi- 
sion presented in the draft prohibiting export taxes. He made 
comparisons of state and federal tax revenues to show how much 
greater were the latter. His figures revealed that in 1931, 
federal tax revenues was 1,379,363 contos, of which import 
duties alone accounted for 651,975. On the other hand, the 
total state tax revenue was 754,268 contos. Various categories 
of federal taxés in 1931 showed higher returns than several 
entire state tax revenues. This was illustrated as follows: 


Federal Tax Quantity (Contos) Comparison (Contos) *’ 


Consumption 393,728 State tax revenue of 
S. Paulo 225,600 

Stamp 132,251 State tax revenue of 
Minas Gerais 137,417 

Income 84,545 State tax revenue of Rio 


Grande do Sul 79,872 


Alcantara Machado argued that prohibition of state export 
taxes would work hardship on many states, although S. Paulo 
could absorb the loss within its economy. Assignment of in- 
come taxes to the states seemed to him to be little compensa- 
tion, since even in S. Paulo, where personal incomes as a whole 
were highest, the income tax amounted to only 18,089 contos in 
1931, or 4.51 per cent of the total state tax revenue in that 
year. The drop in Paulista tax revenue resulting from such 
a change he estimated would be from 1,187,246 contos to 802,- 
585, or 32.39 per cent.*® Other Paulistas felt that the federal 
government should not receive the consumption tax.*® 


The taxation provision in the 1934 constitution resulting 
from debates in the Assembly assigned federal import, income, 
stamp, and consumption (except for combustion motors) taxes. 


38 Anais da Camara, May 15, 1935. The figure for total federal tax revenue 
of 1,379,363 contos does not agree with the figure of 1,752,655 contos (ex- 
cluding the Federal District) given by the official statistical annual for 
1931. This unexplained discrepancy would not seem to affect the logical 
consistency of Machado’s argument, since the proportional amounts of the 
various categories are about right. 

29 [bid. 

400 Estado, Jan. 6, 1934. 
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States were to be allowed to levy an export tax up to 10 per cent 
ad valorem, income taxes, and sales and consignation taxes, the 
first operation of the small producer being excluded. Both could 
create other taxes when necessary.*! Thus, while a compromise 
was effected, Paulistas found that the federal government still 
encroached more on what they felt were their taxation pre- 
rogatives. 


Between 1934 and Vargas’ assumption of dictatorial power in 
November 1937, several articles appeared in Paulista news- 
papers reflecting continued discontent with federal taxation and 
expenditures in S. Paulo. A comparison of federal taxes in 
the four most heavily taxed states was as follows:?* 


Federal District, Rio de Janeiro, 
Minas Gerais, Espirito Santo, 


North of S. Paulo 1,118,897 contos 
S. Paulo 870,442 
Rio Grande do Sul 134,669 
Pernambuco : 93,277 


It was pointed out that the top figure represented an agglome- 
ration of areas, including part of S. Paulo. The latter was really 
by far the most heavily taxed state, being taxed more than six 
times as much as its nearest competitor, or 32 per cent of the 
total amount. This competitor contributed only 4.95 per cent, 
and all other states were much farther down in the scale than 
the lowest one listed above. The southern part of Brazil con- 
tributed 89 per cent, in contrast to the north’s 11 per cent. 
Equally striking was the disparity shown by the press in fed- 
eral expenditures in the states. The highest percentages were 
as follows in 1935-6 :*8 


Federal District 52.0 
S. Paulo 4.8 
Minas Gerais Zt 


41 Constituicao do Brasil, 1934. Arts. 6, 8, and 9. 
42 Diario de S. Paulo, June 21, 1936. 
43 Tbid. 
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Further analysis revealed that the 870,442 contos in federal 
taxes paid by S. Paulo did not include taxation by the federal 
government of its own services in that state. The Santos cus- 
toms alone returned 418,220 contos. Federal taxation of state 
industrial and commercial activities amounted to 200,000 contos. 
A survey of the twenty years between 1917 and 1937 revealed 
that during that time federal expenditures in S. Paulo amounted 
to only 7 per cent of the state’s net income, whereas federal 
taxes totaled 47 per cent. Therefore 40 per cent of S. Paulo’s 
net income had been contributed to the national government, a 
fact which the paper implied helped to remedy the deficits of 
poor northern states. Another way in which it saw the picture 
was that 83 per cent of federal taxes in S. Paulo were utilized 
for expenditures in other states.** 


Federal statistics showed a disproportionately small amount 
of money spent in S. Paulo in 1937, as follows:* 


Fed. Taxes Fed. Expenditures 
S. Paulo 1,056,488 contos 120,917 contos 
Federal District 1,689,975 3,642,823 
Rio Grande do Sul 168,625 41,048 
Minas Gerais 63,619 39,356 
Pernambuco 95,303 32,102 
Maranhao ot 14,392 
All of Brazil 3,462,476 4,143,959 


Thus Vargas’ assumption of dictatorial power came at a time 
when S. Paulo was still paying more in federal taxes than it 
deemed equitable, and receiving in return less than it considered 
just. Although the year 1937 terminates the period of this study, 
a glance at later years doés not seem out of place concerning 
this subject of federal-state dissension, which is still alive for 
Paulistas. In 1939, federal taxes paid by the three leading tax- 
paying areas were as follows :*° 


140 Estado, Sept. 24, 1937. 
45 Anuario Estatistico do Brasil, Ano V. 1939-40, p. 1269 


*6 Anuario Estatistico do Brasil, Ano V. 1939-40, pp. 506-24. 
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Amount Percentage of Total 


. Tab 1,105,989 41.65 
Federal District - 880,357 33.16 
Rio Grande do Sul... 176,309 6.64 
(All of Brazil. 2,654,906 100.00) 


During the war S. Paulo contributed over six times as much 
as its nearest rival, Rio Grande do Sul, but excluding the Federal 
District. There was a particularly large jump from 3,130,184 
contos in 1945 to 4,139,013 in 1946, which made the income 
almost equal to that of the Federal District. During the years 
1937-46, there were deficits in S. Paulo for all but two years, 
and they were larger than in the other states.‘ 


The last available figures are for 1946. In that year federal 
revenues in the leading states, excluding the Federal District, 
were as follows :*8 


S. Paulo 4,139,013 contos 
Rio Grande do Sul 653,566 
Minas Gerais 455,554 
Pernambuco 437,438 
Bahia 282,876 


Information does not appear in the latest official statistics 
concerning federal expenditures according to states. It might 
be inferred that federal authorities do not care to publish these 
amounts, in order to avoid the use of statistical material for 
those discontented with the distribution of expenditures. One 
estimate was that in 1946 federal expenditures totaled only 10 
per cent of taxes in 8. Paulo, about the same proportion as in 
1937.*” Most Paulistas still feel that the expenditure-tax ratio is 
unfair to their state, and that federal expenditures in general 
are not made wisely. 


An articleappeared recently in the British weekly, The 
Economist, to the effect that S. Paulo would have to finance 


47 Anuario Estatistico do Brasil, Ano VIII. 1947, pp. 465-483. 
‘S Anuario Estatistico do Brasil, Ano VIII, 1947, p. 461. 
4° Correio Paulistano. Oct. 29, 1947. 
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a much discussed plan for economic development of the nation, 
the so-called Plano Salte. The article maintained that those 
directing the plan should find out if S. Paulo was willing to help 
the less developed parts of the country. Paulista reaction to 
this article sums up their present attitude in relation to this 
question. They replied that S. Paulo had always been per- 
fectly willing to help, even though such funds had often been 
misused. Their objection lay in the fact that a heavy financial 
contribution would involve great sacrifices for their basic in- 
dustries, cotton, coffee, and textiles, which were struggling at 
this time to maintain foreign markets.*° 


This modern view represents quite a different attitude from 
the contentment in regard to federal taxation prevailing in S. 
Paulo during the first decade of the Republic. It was fore- 
shadowed in the attacks appearing soon after that in the 
Chamber of Deputies and in presidential messages, and it found 
its main expression in the numerous polemical works and statis- 
tical compliations appearing in the 1920’s and 1930’s. Some 
polemicists failed to see the economic needs of Brazil as a whole, 
to understand that in aiding the poorer regions they could thereby 
raise the standard of living and create a market for their own 
products. Nor did they always make it clear that S. Paulo 
gained great advantages from being a member of the Brazilian 
federation and that the state should pay the highest federal 
taxes in view of its advanced economic development and its im- 
portant port. Yet the fact that S. Paulo contributed ample 
revenue to the nation without receiving much financial help in 
return cannot be denied. Also much of the revenue was un- 
doubtedly squandered in political campaigns and graft. The 
picture presented by “the locomotive and twenty empty freight 
cars” is a slight exaggeration, but there is considerable basis 
for it. A more accurate description of the train would be S. 
Paulo as the locomotive, Rio Grande do Sul, Minas Gerais, 
Pernambuco, and Baia as fairly well-laden freight cars, the rest 
of the states in Brazil as empty cars, and the Federal District 
as collector of taxes on the railroad. 


500 Estado, Oct. 19, 1948. 
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II 


Railway Activity 


Sao Paulo early showed an impressive accomplishment in rail- 
way building. To convey coffee to the coast an efficient means of 
transportation was necessary. Since highways were practically 
non-existent, railroads could provide the only means of trans- 
portation. 


It was not surprising to find that Paulistas viewed their rail- 
roads as still another example of their superior economic posi- 
tion, and that federal-state friction occurred over railroad de- 
velopment, over expropriation of lines by the national govern- 
ment, and over interest guarantees on the bond issues. Paulistas 
point out that all the lines in S. Paulo were built originally by 
state or private capital and that the part played by federal action 
in their development was a minor one. Furthermore they as- 
serted that the central government on two occasions expropriated 
railroads for which Paulistas had assumed the initial financial 
sacrifices and which they had made profitable. A glance back 
over the years substantiates these statements. It also reveals 
Paulista preoccupation with constitutional safeguards of their 
railway system. First it may be well to refer to an instance 
cited as the earliest example of alleged exploitation of S. Paulo. 


In 1836, legislation for a railway system was initiated by the 
province of 8. Paulo. Soon afterwards a line was built by the 
central government from the city of Rio de Janeiro to the border 
with S. Paulo. Paulista authorities wanted a railroad con- 
structed directly up the steep incline between Santos and S. 
Paulo City. Neither the central nor provincial government could 
afford to build it, so the former offered to guarantee 5 per cent 
interest on private capital invested in railroad building. Private 
companies were more exigent, demanding 7 per cent, so the pro- 
vince offered an additional 2 per cent interest. On this basis the 
British 8. Paulo Railway Company was formed in 1860. It was 
agreed that, when the company’s dividends exceeded 8 per cent 
per year, the excess would be divided between the two govern- 
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ments and the company. The share accruing to the former was 
divided into seven equal parts, five belonging to the imperial 
government and two to S. Paulo. Guarantees of interest were 
made as follows from 1867 to 1874: Imperial government 4,330 
contos; S. Paulo 1,732 contos. Thereafter profits began ac- 
cumulating. Diurng the period 1874-90, proceeds of 9,740 contos 
were obtained by the two governments, of which the imperial 
share was 6,957, and that of the province 2,873. The end of 
the story reveals the injury to S. Paulo. This profit was col- 
lected by the national treasury, but the province never received 
its share:! 


The example most cited by Paulistas of the central govern- 
ment’s early “getting the better of the deal” with S. Paulo over 
railroads concerned the control of the Central railroad. In the 
Paulista view, the facts of the case were clear. In 1871, the 
Paulista government guaranteed 8 per cent interest on capital 
invested for construction of a line from S. Paulo to join the 
Dom Pedro II line, which started at the national capital and 
ended at the border with S. Paulo. Traffic began in 1877. Be- 
tween then and 1888, the province paid out 6,677 contos in guar- 
antees of interest charges. From 1888 on, the return on the 
invested capital exceeded 8 per cent, and the government of S. 
Paulo began to redeem its investments. Redemption was inter- 
rupted by a dictatorial decree of the newly-established Republic 
in 1890, according to which federal expropriation of the road 
took place. The official reason was that it was done for strategic 
purposes and to remove the line from control by selfish private 
interests. In Paulista eyes, profit was the predominant motive. 
Here was a railroad which had been built by Paulista initiative, 
and the initial financial sacrifices had been made by them. Now 
that the line was profitable, the federal government stepped in 
to seize it and its revenues. 


There is another version of the story. A contemporary mon- 
archist sympathizer, Andrade Figueira, who was particularly 


1 Braga, Magnos Problemas Economicos de S. Paulo, pp. 270-2. 


~ Braga, op. cit., p. 274. 
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unfriendly to S. Paulo, argued that actually the central govern- 
ment suffered loss. He pointed out that the Empire under- 
wrote provincial guarantees of interest to the S. Paulo and Rio 
de Janeiro Company, which built the line. The sequence of 
events thereafter, as he saw them, was as follows: The central 
government actually paid guaranteed interest to the extent of 
10,600 contos. When the province became a state, these pay- 
ments were considered to be a passive debt by S. Paulo, and no 
effort was made to reimburse the federal government. A Paul- 
ista Minister of Agriculture actually did the expropriating, and 
the amount paid to the company failed to discount the 10,600 
contos of provincially guaranteed interests. The purchase of 
the stretch of Central railroad lying within S. Paulo cost the 
federal government more than 20,000 contos. Also Paulistas 
had been unfair about freight and passenger rates, lowering and 
raising them arbitrarily.* 


Available evidence indicates that the first version stated above 
is nearer the truth. Apart from the fact that the anti-Paulista 
writer showed extreme partisanship in his narrative, Braga 
presented a more convincing statistical account, showing profit- 
able returns from the railroad after 1888. In the motive for 
expropriation undoubtedly both income and strategic considera- 
tions played a part. In any event, the two instances of Paulista 
injury cited served as background material for Paulista com- 
plaints about railroad development under the Republic. 


The 1891 constitution provided for federal regulation of fed- 
eral-state powers over railroads.* Already in 1890, the provi- 
sional government had decreed that it was to be the responsibility 
of state governments to grant concessions for lines inside their 
own territories that linked populous centers or productive re- 
gions. There was also a subparagraph in this decree that, if a 
line was to be prolonged from one state into another, it would 
have to be done by agreement of the state governments con- 
cerned.” In the early years of the Republic considerable interest 


% Andrade Figueira, A Decada Republicana, vol. VI, p. 242. 
4 Constituicao do Brasil, 1891. Art. 13. 
* Decreto Federal no. 524, June 26, 1890. Art. 2. 
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was shown in the development of what was referred to as a 
“general plan of transportation” for the country. It was decreed 
in 1892 that the federal government was to have exclusive juris- 
diction over all land and water communications involved in this 
scheme, and over any others which might be considered as of 
national utility. The very fact that a railway line crossed the 
border of a state would bring it under federal jurisdiction. Ex- 
clusive state control was to be exercised only over railroads 
which lay entirely within the borders of a state, if such lines 
were not considered to be of strategic or national importance.® 


On several occasions Paulista congressional representatives 
entered into controversies concerning these and supplementary 
railroad decrees. In most of the cases they argued against grant- 
ing the federal government wide powers over the country’s rail- 
road system. In only one instance did Paulistas agree that a 
railroad lying entirely within their state was of “‘national im- 
portance,” and in this case they were trying to regulate a for- 
eign-owned line. 


A decree in 1891 gave the federal executive power to regulate 
temporarily all railroads in the country.’ Glicerio, heading the 
Paulista delegation in the Chamber, took the position that this 
was an unconstitutional infringement of states’ autonomy. He 
particularly opposed a provision placing a staff of federal em- 
ployees in charge of railroad administration. Another decree 
further aroused Glicerio’s opposition. This involved the con- 
cession of a railroad between a town in the state of Rio de 
Janeiro and one in S. Paulo.’ In his argument against the meas- 
ure Glicerio invoked the federal decree of 1890, already men- 
tioned, by which the two state governments should jointly handle 
a situation of this kind.” On the other hand, he made use on 
still another occasion of the concept of a railroad’s being in- 
cluded in the “general plan of transportation,” to petition federal 
action redounding to the advantage of S. Paulo. The British 


6 Decreto Federal no. 109, Oct. 14, 1892. 
7 Decreto Federal no. 399, June 20, 1891. 
8 Decreto Federal no. 436B, July 4, 1891. 
* Anais da Camara, May 15, 1891. 
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S. Paulo Railway Company had a monopoly of transportation 
between Santos and S. Paulo. In the opinion of Glicerio, it was 
not capable by itself of doing the job properly. He requested 
that the Paulista and Mogyana railway companies be granted a 
federal concession to extend their lines to Santos, since both of 
them might be considered as being included in the “general plan 
of transportation.” }° 


Paulista attitude toward the question of authority to make rail- 
road concessions is reflected in the Chamber annuals of 1891. The 
entire Paulista delegation voted in favor of annulling conces- 
sions of railroads made by Deodoro. In their view, his regime 
was incontrovertibly a dictatorship, and they felt that conces- 
sions should be made by federal or state legislatures.'! Paulistas 
pointed out that Prudente de Moraes turned down sixty requests 
for railroad concessions while president of S. Paulo, because he 
felt that it was the duty of the legislature to decide on those 
questions. They stressed that, constitutionally, federal conces- 
sions could be made only in special cases involving strategic con- 
siderations and traversals of state boundaries. A debate was 
precipitated by a proposed federal concession of a line between 
towns in S. Paulo. Paulistas viewed this as entirely an internal 
state railroad, in which the federal government had no right 
to interfere, and they emphasized 8S. Paulo’s capacity to operate 
its own railroads." 


The most important cause for dispute during the next decade 
concerned federal taxation of transportation. This dispute came 
to a head in 1905 in the Chamber. Paulistas protested against a 
federal transportation tax, as it applied to railroads. They 
complained that it ran as high as 40 per cent of the passenger 
fare and caused passenger traffic to decrease, especially in S. 
Paulo. They cited the reasonableness of the 1879 imperial de- 
crees imposing a small tax on imperially operated and sub- 
sidized railroads.* This they contrasted with subsequent fed- 


10 Anais da Camara, Aug. 15, 1891. 

11 Anais da Camara, July 13, 1891. 

12 Anais da Camara, June 12, 1891. 

13 Decreto Imperial no. 2, 490, Oct. 21, 1879, and Decreto Imperial no. 
3,018, Nov. 5, 1879. 
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eral legislation in 1897, which doubled the tax and made it 
applicable to all railroads.'* Paulista deputies pointed out that 
this weighed most heavily on their state, where the majority of 
railroads that were not operated or subsidized by the central 
government were situated.'® 


A more thorough appraisal of the ruinous economic results 
of federal railroad taxation was made by a Paulista writer in 
1903. He described the injurious effects of such taxation on 
S. Paulo in the following terms: Double taxation often involved 
burdens of 25 per cent on freight costs. This was an especially 
hard blow to coffee shipments, which were the lifeblood of S. 
Paulo and of Brazil. The taxation included another disadvant- 
age, in this case affecting all Paulista products. Goods entering 
S. Paulo from Minas Gerais, via Paulista operated railroads 
connecting the two states, evaded payment of the transit tax, 
thereby enjoying a favored position over Paulista products. 
The first year that the federal transit tax was imposed, pas- 
senger traffic on Paulista railroads decreased 20 per cent. Still 
another federal abuse was the imposition of a dividend tax on 
railroads. Such a tax should be included under the state in- 
dustry tax, according to the 1891 constitution. The federal 
government should stay within its prescribed limits, particularly 
since it had requested that the president of S. Paulo compel 
municipalities to revoke the industry tax levied on railroads pass- 
ing through their territories." 


Thus federal regulation of railroads was distasteful to Paul- 
istas, as was any attempt to impose a heavy tax burden. They 
early became conscious of being exploited by the federal govern- 
ment in regard to railroads, and after that they followed their 
traditional tendency of defending in the Congress one of their 
main economic enterprises. 


A strong manifestation of Paulista regional pride appeared 
in the next important instance arising from renewed friction 


14 Lei Federal no. 489, Dec. 15, 1897. 

15 Nnais da Camara, Sept. 25, 1905. 

16 Augusto Pinto, Adolpho, Historia da Viacao Publica de S. Paulo. S. 
Paulo, Vanorden. 1903. pp. 190-3. 
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over railroad development. Deputies from the state of Goias 
complained that S. Paulo had prevented their state from market- 
ing its products because of an inexcusable Paulista delay in the 
construction of a stretch of railroad through Minas Gerais to 
Goias. The Paulista defense pointed out that the Mogyana 
railroad, built and operated by Paulistas, served Goias, and that 
the real difficulty was the almost entire dependence of any rail- 
road line in that vicinity on Paulista trade. They refuted 
charges of discrimination against Goias and denied favoritism 
of S. Paulo by President Rodrigues Alves in railroad concessions, 
pointing out that a native of Goias had been Minister of Trans- 
portation under Rodrigues Alves and Pecanha.'? 


For a long time the federally-operated Central do Brasil rail- 
road had been inefficient. This inefficiency presented a particu- 
larly good opportunity to those who, in line with S. Paulo’s 
general attitude, criticized adversely federal control. Their 
criticisms were best summed up by the newspaper, O Estado de 
S. Paulo, which deprecated the insecurity to passengers caused 
by frequent collisions and derailings. The official in charge of 
the railroad was accused of being incapable of performing his 
duties. The newspaper cited examples of tardiness of trains, 
notably one delay of seven hours. As a result of the bad man- 
agement there was an increase in the number of passengers 
who now traveled by ship from Santos to Rio de Janeiro. The 
paper suggested caustically that the name of the railroad be 
changed from Estrada de Ferro Central do Brasil to Estrada de 
Ferro Caveira de Burro (slang, meaning loosely a worthless 
railroad) .!§ 


The suggestion that the inefficiency of the Central might be 
caused by poor construction was brought forward in 1913 by 
a Paulista writer, Basilio de Magalhaes. He pointed out that 
the stretch situated within S. Paulo, which had been built by 
Paulistas, had a gross revenue in 1912 of 98,000 contos. This 
was much larger than that of the other part of the line. Ac- 
cording to Magalhaes, most of the accidents occurred on the 


17 Anais da Camara, Dee. 8, 1910. 
180 Estado, Mar. 30, 1912. 
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stretch in the state of Rio de Janeiro. The reputation of Paul- 
lista railroad operators was so excellent that Mineiros were 
trying to hand their badly administered federal railroad system 
over to the Paulista operated Mogyana company. 


In 1920, the problem of renewal of concessions and guaran- 
tees of interest to the S. Paulo Railway came before the Cham- 
ber. Paulista deputies argued against renewal. They reiterated 
what their predecessors had stated on several occasions, that 
the railway under discussion had a monopoly of the strategic 
route to Santos. The company’s warning that the line might 
go bankrupt was characterized as a clever bluff to wrest a new 
concession from the federal government. Paulistas pointed out 
that attempts had been made in 1890 and 1914 to prolong the 
Mogyana line to Santos, but that they had been thwarted by 
the S. Paulo Railway. Another evidence, in Paulista eyes, of 
the lack of cooperation of this company with the state was its 
insistence upon using a one meter gauge, instead of the 1.6 
meter gauge used by the other state railways.°° Here we see 
Paulista awareness of a potential foreign threat to their internal 
economy and a plea to the federal government for help in the 
matter. 


Braga furnished a revealing analysis of federal-state con- 
tributions to the Paulista railway system. His figures showed 
that in 1920 there was a total of 6,400 kilometers of lines in 
operation in the state, none of which had been constructed at 
federal expense. A total of eighty-seven federal-state railroad 
concessions had been made. Federal interest had been guar- 
anteed for only four of these, involving a mere 400 kilometers. 
The other 6,000 kilometers consisted of railroad concessions 
granted with state guarantee of interest, or with no guarantee 
at all.* 


19 Magalhaes, O Estado de S. Paulo c o seu Progresso na Actualidade, 
p. 234. 


20 Anais da Camara, Aug. 17, 1920. 


21 Braga, op. cit., p. 275. 
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Further facts stated by Braga revealed that in the case of 
railroads operating partly in Paulista territory the sections in 
S. Paulo were the remunerative parts. A prime example was 
the Central railroad. The only section showing profits was 
between S. Paulo City and the border with Rio de Janeiro. 
There were branches in Rio de Janeiro, Minas Gerais, and S. 
Paulo. Incomes respectively in these states were 4,641; 9,849; 
9,912 contos, while kilometric lengths were: 735; 1,306; 290. 
Therefore incomes per kilometer in contos were: Rio 1.3, Minas 
7.5 and 8S. Paulo 34.2. In recent years the Central had always 
had deficit. It varied in the years 1912-9 between 4,755 and 
23,368 contos, having risen in the years nearing 1919 mainly 
because of the increasing cost of fucl oil. Wood had been used 
along the line, but this source was being depleted. If electrifica- 
tion were effected, officials of the line estimated that by 1940 
the railroad would show a favorable balance of 54,405 contos. 
Braga reached the conclusion that electrification could be done 
only if the line were handed over to a private company, instead 
of being administered by the incompetent federal government.** 


Another example cited of a federal railroad’s being supported 
mainly by Paulistas was the Noroeste line from S. Paulo to 
Mato Grosso. It had been built for military defense of the latter 
state, and only the 487 kilometers in S. Paulo had not been fed- 
erally constructed, but the Paulista stretch was the lucrative 
one. Income from the line reached 2,451 contos in 1917, where- 
upon the federal government expropriated the Paulista section. 
Braga next offered a striking contrast in federal-state expendi- 
tures on railroads in S. Paulo to 1920, showing the state and 
private capital total to be 600,000 contos, and the federal figure 
to be only 32,034.73 


Paulistas were quick to appreciate acknowledgments by out- 
of-staters that their railroad progress had not been achieved 
through federal initiative. They were particularly pleased 
when these remarks came from the president of the Republic. 
In a message to the national congress in 1920, president Pessos 


22 Braga, op. cit., pp. 224, 229, 235. 
23 Braga, op., cit., pp. 278-9. 
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admitted that the federal government had done little to help 
the railroads of S. Paulo. He cited as an example the previous 
year, when the only federal aid had been the payment of guar- 
antee of interest to two lines, 505 contos to the Mogyana and 180 
to the Sorocabana.** 


From 1920 on, the attitude of S. Paulo toward its railroads 
took the form of constant statistical reminders of how little the 
federal government had done for Paulista lines. Implicit in 
these reminders was a spirit of self-sufficiency related to the 
Paulista drive for autonomy. The polemical works published 
in the 1920’s and 1930’s gave several statistical comparisons 
of expenditures on railroads among various states. Souza Lobo 
reviewed central government expenditures in the leading regions 
between 1862 and 1919. The official statistics he quoted showed 
them to be as follows: 


Central Percent of Kms. of Percent of 
government total in Cen. Govt. total Cen. 
expenditures country R.R. Govt. R.R. 
Km. 
S. Paulo - _............ 129,553 contos 6.5 777 5.3 
Rio de Janeiro _ 169,222 8.8 869 6.0 
Rio Grande do Sul_.__..209,712 10.9 2,136 14.7 
Baia y ae 228,493 11.9 1,256 8.6 
Minas Gerais — _.... 480,750 25.0 4,500 31.0 25 


The polemicist noted that 8S. Paulo stood fifth among the states 
in the federation both in expenditures on railroads and in the 
lengths of its lines in kilometers. Even more indicative of dis- 
parity was the fact that S. Paulo in proportion to population 
stood sixteenth in expenditures. These total amounts were as- 
sumed to include constructions, expropriations, guarantees of 
interest and subsidies. He stressed the disproportional amount 
of money spent on Minas Gerais.*° More statistical evidence 
that Minas had been favored in federal railroad construction was 
furnished by another polemicist. He pointed out that the Mineiro 


“4 Pessoa, Epitacio, Message to Congress on May 3, 1920. 

“5 Relatorios do Ministerio de Agricultura, Industria e Comercio Diretoria 
Geral de Estatistica. 1889-1919. 

26 Souza, Lobo, S. Paulo na Federacao, p. 201. 
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president of the country in 1918, Delphim Moreira, had ap- 
pointed two men from his own state as Ministers of Transpor- 
tation and the Treasury. In a few months six decrees were 
issued, opening up credits for railroad construction in Minas 
to the extent of 31,764 contos. The favoritism of these Minis- 
ters was continued by later administrations. Between 1920 
and 1928, Minas received 1,290 out of a total of 3,295 kilometers 
of new construction, or 40 per cent of federal railroad building 
in the nation.** 

An article by a railroad engineer disclosed more details con- 
cerning central government-state expenditures in S. Paulo. In 
this article it was revealed that the central government expendi- 
tures in S. Paulo of 129,553 contos between 1862 and 1919 
included 46,119 contos for the Central railroad and 50,274 for 
the Noroeste. These sums involved payment for expropriations 
and interest guarantees. During the same period of time Paul- 
istas expended 468,353 contos. This sum included 153,386 con- 
tos on the Sorocabana, 101,433 on the Mogyana, and 166,648 
on the Paulista. Foreign capital invested in S. Paulo’s rail- 
roads up to that time amounted to 290,100 contos, most of which 
were tied up in the S. Paulo railway. Thus a grand total of 
758,453 contos had been expended by state and private capital 
on Paulista railroads up to 1919, compared to 129,553 by the 
central government. In terms of lengths in kilometers, the 
respective totals operated in 1919 were as follows: 


Paulista 5,400 
Foreign 406 
Federal TTT 8 


Ellis (Jr.) who was using these figures to prove that S. Paulo 
was a nation in itself, pointed out that the federal government 
operated only 13 per cent as much kilometric length as the state- 
private capital total. In terms of expenditures, the central 
government had spent only 32 per cent as much as Paulista, or 
14 per cent as much as Paulista and foreign capital combined.”’ 


“7 Romeiro, S. Paulo e Minas na Economia Nactional, p. 81. 
“8 Palhano de Jesus, J., “Rapida Noticia da Viacao Ferrea do Brasil,” 
Diccionario Historic, Geographic, e Ethnographico do Brasil, Vol. 1, pp. 
723-56 Rio de Janeiro. Impresa Nacional, 1922. 
“Ellis, Jr., A Evolucao da Economia Paulisto e suas Causas, p. 210. 
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A work published in 1933 gave facts purporting to show the 
federal profits from railroads developed by Paulista efforts. It 
cited the stretch of federal Noroesta railroad running through 
Minas which formerly had been neglected for some time. After 
Paulistas joined it to the Sorocabana and Paulista lines, it became 
profitable. Another illustration given was that of the privately- 
owned Paulista line itself, which had a capital investment of 
420,064 contos.- In the revolutionary year of 1932, the line made 
a profit of 51,085 contos, of which the federal government re- 
ceived 2,394 contos in passenger taxes. It was pointed out that 
the profit was almost equal to one-fourth of the total state tax 
revenues of Minas and Rio Grande do Sul! Two more argu- 
ments were set forth to underscore the great Paulista accom- 
plishments in railroads. After the Sul-Mineira and Oetste rail- 
road lines in Minas were handed over to the state government, 
the bondholders did not receive any more interest, which alleg- 
edly showed the inefficiency of the management of Minas in 
contrast to that of S. Paulo. Also the article continued, when 
the short Paulista stretch of the Central was completely out of 
commission during the 1932 revolution, the total revenue was 
only 60 contos, compared to a normal 300.*° 


The 1934 constitution provided for more federal control of 
railroads, and this fact aroused some objections. Railroads do 
not appear from then on to have been a particular bone of con- 
tention between the state and the federal government. This 
was owing to the fact that the federal government seemed 
willing to refrain from undue interference with the railroads 
operated by state and private capital. Paulistas’ consciousness 
of their state’s disproportional share in federal construction and 
of federal profits on railroads in S. Paulo continued to be a 
matter for discussion. An article by Cardim pointed out that 
in 1937 there existed in S. Paulo 7,143 kilometers of railroads, 
or 21 per cent of the total length in kilometers in Brazil. Fed- 
erally-operated lines in S. Paulo amounted to 828 kilometers, 
which represented only 12 per cent of the total in the state. 
Yet the traffic on these lines in 1937 was four times as great 


30 Renard, S. Paulo e Isto, pp. 30-4, 41. 
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as on all federal railroads in other parts of Brazil, both in ton- 
nage carried and income! Furthermore, two private Paulista 
companies operated 655 kilometers of railroads in another Braz- 
ilian state. To Cardim, the most impressive fact was that in 
1932 railroad income in S. Paulo represented 51 per cent of the 
total of Brazilian railroad income.*! 


Thus the railroad question played an important role, both in 
the regional feeling of pride which grew up in S. Paulo in the 
years from 1889 to 1937 and in relations between the state and 
the federal government. In the early disputes Paulista views 
generally prevailed, partly because S. Paulo occupied a predomi- 
nant position in the federation. What is important is to note 
recurring friction over railroads, and to observe the constant 
tendency of Paulistas to argue against federal control. Oc- 
casionally recourse was had to constitutional interpretations to 
support their points of view. At other times purely economic 
arguments were employed. All had the same ultimate objec- 
tive in mind, which was to ward off interference with develop- 
ment of the state railroad system. In later years Paulista 
writers looked back with pride at their accomplishments. They 
were well armed with statistics to prove to anyone who wished 
to argue the point, that all beneficial actions in regard to rail- 
roads in S. Paulo were a result of Paulista effort and not of 
federal action. 


Ill 


Immigration 


In order to grow the coffee and build the railroads, hundreds 
of thousands of laborers were needed. The great waves of 
immigration which hit S. Paulo, particularly in the late nine- 
teenth and early twentieth centuries, provided for the need, 
Inevitably such an important activity came within the scope of 


310 Estado, Sept. 3, 1937. 
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federal-state relations and furnished still further arguments for 
those who boasted of S. Paulo’s superior economic position in 
the Brazilian federation. 

The main question seems to have been: were these waves 
of immigration spontaneous or subsidized? If the latter was 
the case, was the state or the federal government responsible, 
and was there any dissension between the two over the matter? 
Paulistas felt .that there could be only one answer as to the 
primary responsibility for immigration subsidies and the intelli- 
gent placement of colonies in the interior. In their eyes, a com- 
bination of private and state capital with only minor federal 
assistance performed the feat. Their consciousness of this ap- 
peared in various documents and polemics. One also finds evi- 
dence of dissension between the two governments over the de- 
tails of immigration policies. 

As early as the decade of 1847-57, private initiative had created 
in S. Paulo several agricultural colonies. In the 1870’s propa- 
ganda for the abolition of slavery grew intensely, while at the 
same time coffee plantations expanded in response to the in- 
creasing demand for coffee. The provincial assembly in 1871 
imposed a prohibitive tax on the entrance of slaves into S. Paulo, 
first of 200 cruzeiros, then of two contos per head. In 1886, there 
were still 107,329 slaves in S. Paulo, but in that year and the 
following more than 70,000 were freed. Pressing need for labor 
won out over the slaveholders’ opposition, and the most active 
phase of immigration into S. Paulo began. The monumental 
Palace of Immigration was built.' Paulistas brought in a large 
number of immigrant families, especially Portuguese and Ger- 
mans. Martinbo Prado, a distinguished Paulista, went to Europe 
in 1887 to encourage immigration.” 

These early attempts to encourage colonists did not always 
turn out well. One scheme involved the payment of passage 
for ninety Portuguese families to work on a fazenda, with a 
guarantee of their subsistence for one year, and a share in the 
harvest. This plan did not succeed because of poor adminis- 
tration, and the colony failed. A few years later eighty German 
families were brought over, which experiment fared better.® 


1 Souza Lobo, S. Paulo na Federacao, pp. 118-9, 123. 
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These first plans showed early Paulista initiative, and established 
precedents for later, more vigorous efforts. 


In 1887, the influx of Italians reached 27,000, and in 1888 the 
number rose to 80,749. An appreciation of the surging tide of 
immigration can be gained by examining periodic immigration 
totals into S. Paulo under the Empire. 


1827-76 15,757 immigrants 
1877-87 69,863 
1888 92,086 


The provincial legislature authorized the province in 1888 to 
contract for the introduction of 100,000 immigrants. Main- 
tenance, health, and travel expenditures were to be paid.® Thus, 
notwithstanding the chronic provincial shortages of funds, S. 
Paulo began to take the initiative in subsidizing immigration 
before the inauguration in 1889 of the Republic. In the fiscal 
year 1887-8, the province spent 2,573 contos on immigration, 
its total revenue being only 3,826 contos.° This was a contrast 
from the period 1881-6, when insignificant amounts were spent. 
The number of immigrants subsidized by the province dropped 
off drastically at the beginning of the republican period, a fact 
easy to understand. The country was in process of changing 
from one type of government to another, and provincial affairs 
were temporarily disarranged. Figures which follow show the 
numbers of subsidized immigrants introduced into Brazil by 
the central government and by S. Paulo from 1886 to 1891. 
They reveal that the province was considerably in the lead 
through 1889, but that the roles were reversed in the last two 
years.’ 


2 Almeida, Azevedo, Salvio de, “Imigracao e Colonizacao no Estado de S. 
Paulo”, Revista do Arquivo Municipal de S. Paulo. vols. 75-7, pp. 106-52. 
1941. 

3’ Egydio, Paulo, A Provincia de S. Paulo om 1888. S. Paulo. 1888, 
p. 87. 

4 Souza Lobo, op. cit., p. 123. 

5 Souza Lobo, op. cit., p. 219. 

6 Relatorio da Secretaria de Agricultura do Estado de S. Paulo, 1920. 
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Central Govt. S. Paulo 
1886 3,476 5,962 
1887 none Seas 
1888 15,337 60,769 
1889 6,368 16,438 
1890 34,005 7,811 
1891 106,839 697 


Already before promulgation of the 1891 constitutions, Paul- 
istas were making suggestions regarding encouragement of im- 
migration by the new republican government, thus showing 
their preoccupation with this important economic problem. A 
typical proposal was one by Glicerio, to the effect that the Re- 
public should spur immigration by awarding prizes to steamship 
lines which brought the most immigrants, and by assuring the 
newcomers of colonies situated near railroad lines... Those 
proposals showed Paulistas to be in favor of indirect federal 
promotion of immigration and colonization. In the Constituent 
Assembly Paulista representatives maintained this view, one 
which was supported by the majority of representatives from 
other states. The resulting constitutional provision simply gave 
federal and state governments concurrent powers to encourage 
immigration, with the innocuous proviso that they must not 
hinder municipal action along the same line.® Paulistas evi- 
dently felt that they could do a perfectly capable job of handling 
immigration. 


An important document for understanding early Paulista ef- 
forts to promote immigration together with their criticism of 
federal policy on this question, is the report of the Society for 
Promotion of Immigration in 1892 made to the vice-president 
of S. Paulo. This society was organized on July 2, 1886, when 
the scarcity of agricultural labor was first felt. The associa- 
tion carried on propaganda work in Europe, and urged immi- 
grants already in S. Paulo to send home favorable letters to 
their relatives. Largely owing to action by this society, the 


7Boria de Vasconcellos, “Alguns Aspectos do Imigracao no Brasil,” 
“Boletim do Servico do Imigracao e Colonizacao._ No. 5, Mar. 1941, pp. 5-27. 
80 Estado, July 2, 1890. 
° Constituicao do Brasil, 1891. Art. 35. 
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abolition of slavery on May 13, 1888, did not upset the economy 
of S. Paulo, as it did that of the other provinces. The docu- 
ment pointed out that the federal government later decided to 
follow the society’s example, including funds in its budgets for 
immigration services. It authorized the society to introduce 
3,500 immigrant families, and it made contracts with various 
shipping companies to supply immigrants. The society sub- 
sidized the families, great care being taken to obtain a high 
proportion of farm laborers. The report complained that the 
federal government was doing its job carelessly, since it sub- 
sidized immigrants according to their ages, with complete dis- 
regard for their occupations. The result was that only two- 
fifths of the 149,924 people who entered went to rural areas. 
It was pointed out that this was not the type of distribution de- 
sirable in S. Paulo at the existing stage of its economic develop- 
ment.?° 


Imperial immigration policy had been based mainly on the 
assumption that the chief need for immigrants was to supply 
labor for coffee plantations. This policy was followed by the 
republican government until 1896. The federal immigration 
service was abolished in that year, and it was not reestablished 
until 1907. In 1911, a federal policy was adopted of paying 
ship passage for agriculturists destined for self-sufficient 
colonies.'! Only a small proportion of this number made its way 
to S. Paulo. Meanwhile, since immigration services had been 
left up to the states in 1896, S. Paulo had been obliged to estab- 
lish a policy which would meet its own needs. The basic con- 
sideration was to supply salaried workers for coffee plantations.'” 
There can be no question that state policy worked out more 
satisfactorily than federal. The latter placed poor immigrants 
in colonies and gave them land grants on condition that they 
develop the land. The trouble with the plan was that passage 
was paid for people who did not have enough resources to 
develop land grants. Mindful of this difficulty, the state adopted 
a policy of placing poor people on coffee plantations as salaried 


10 Relatorio da Sociedade Promotora de Immigracao ao Vice Presidente 
do Estado de S. Paulo. 1892, pp. 3-16. 
11 Decreto Federal no. 9,081. Nov. 23, 1911. 
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workers. Here they gradually became accustomed to the 
peculiarities of the land and to the social structure. In other 
words, the intent was to “break them in” by degrees. From 
both a demographic and an economic point of view, Paulistas 
believed that this was a wiser policy. They pointed to the fact 
that a larger number of immigrants and colonies were estab- 
lished in S. Paulo than in the other regions of Brazil more 
dependent on federal aid.'* While this fact was attributable 
in large part to the greater attraction of coffee lands, state 
policy unquestionably was also a factor. 


A comparison of federal and state expenditures on immigra- 
tion in the years 1890-9 shows 1897 to be the pivot year. Be- 
tween 1890 and 1895, expenditures were as follows: 


Federal government 16,802 contos 
State of S. Paulo 12.237 


In 1896, the federal government spent 17,997 contos, which 
was considerably more than state expenditure. In the latter 
part of that year, under the presidency of Campos Salles, the 
Treasury Minister suppressed the Inspectorship of Lands and 
Colonies. The devastating effect of this suppression is reflected 
in the comparative expenditures of federal and state govern- 
ments between 1897 and 1899 :'* 


Fed. Govt. S. Paulo 
1897 960 contos 5,927 contos 
1898 1,352 2,739 
1899 256 2,278 


A large number of subsidized immigrants came into S. Paulo, 
and the above figures show that the state was paying more 


12 Doria de Vasconcellos, loc. cit., p. 20. 

13 [bid. 

14 These and 1890-6 figures were obtained from Relatorios do Ministerio 
de Agricultura, Industria e Comercio, Diretoria Geral, de Estatistica 1891- 
1900, and Relatorios da Secretaria de Agricultura, Industria e Comercio 
do Estado de S. Paulo. 1891-1900. 
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for them than the federal government. The truth of this can 
be seen more readily, when it is recalled that the federal figures 
include expenditures for immigrants into the other Brazilian 
states. In these years S. Paulo earmarked a high percentage 
of its budget allocations for immigration services. 


State aid to colonos, or immigrant laborers, was administered 
by the Agricultural Patronage Institute. Two laws, one in 1904, 
and the other in 1906, were enacted by the state legislature to 
aid laborers. The former established a minimum wage for daily 
rural workers, while the latter gave the wages of colonos prior- 
ity over other obligations of fazenda owners. Whether these 
laws were enforced is doubtful, but they did show an aware- 
ness by Paulistas of the problems faced by immigrants after 
their arrival in the country. Meanwhile the federal govern- 
ment enacted no legislation in behalf of immigrants. A repre- 
sentative of S. Paulo in Congress presented a homestead pro- 
posal, staking new arrivals to land grants on the condition that 
they develop the land, but the proposal went unheeded. State 
immigration services were kept busy, because from 1889 to 1912 
S. Paulo received a total of 1,300,000 foreign immigrants! 
Eleven colonial groups were formed, apart from the settlement 
of hundreds of thousands of people on large estates as agricul- 
tural laborers. That many immigrants found their new country 
profitable can be seen from the large amounts of money sent 
home by various foreign nationalities. Italians alone sent home 
80,000 contos, Portuguese 30,000. In Europe the state was rep- 
resented by an organization called the Commissariat General 
of the State of S. Paulo, with headquarters at Brussels. The 
primary purpose of this organization was to procure labor for 
coffee plantations, but it also acted as a kind of Chamber of Com- 
merce, furnishing information concerning Brazil to European 
industrialists. 


As was to be expected, the problems of policy and administra- 
tion of this great immigration movement entered the realm of 
federal-state disagreement in the national congress and in 


15 Magalhaes, O Estado de S. Paulo e o seu Progresso na Actualidade, 
pp. 46, 69, 70, 77. 
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O Estado de S. Paulo. The most devastating criticism of federal 
policy was made in 1907, involving accusation of inefficiency 
in administering immigration services. Paulistas demanded 
that the federal government establish supreme command of 
services, coordinate regional efforts, and authorize the establish- 
ment of colonial groups in lands ceded temporarily for this pur- 
pose by the states. Further stipulations followed. Intelligent 
agronomists should be put in command of colonies, instead of 
the irresponsible local party bosses of the interior. An immi- 
gration council should be created to direct general policy, and 
it should have charge of receiving, distributing, placing, and 
protecting immigrants. The newspaper pointed to S. Paulo’s 
creation of agencies to handle the immigrant from the time he 
arrived. Institutions had been established to cover every phase, 
including an immigration inspectorship, a colonization and work 
agency, a homestead institution, and a fund for aiding immi- 
grants and colonos.'® 


The line of reasoning traced in the above discussion was 
typical of much Paulista comment concerning federal policy. 
Federal authorities were prodded for action in a matter which 
affected the well-being of the state. Concomitantly, state action 
already taken was pointed to proudly as an example for the 
federal government to follow in dealing with other regions. In 
other words S. Paulo had shown the way: let the federal govern- 
ment learn its lesson from it, and also apply this lesson in other 
parts of Brazil that were dependent upon federal aid. 


One phase of immigration policy in regard to which S. Paulo 
of necessity relied upon federal initiative was representation 
before foreign governments. While the state had a commission 
in Europe promoting immigration, it could not act as the official 
diplomatic representative of Brazil. Italy was the key country, 
as far as state immigration interests were concerned. Evidence 
of Paulista concern with Italian attitude toward immigration 
to S. Paulo appeared in the early 1900’s. This took form chiefly 
in criticism of the national government for not representing 
Brazil’s interests more vigorously to Italy. 


16 Q Estado, April 29, 1907. 
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Speaking in the Chamber in 1901, Braga expressed anger at 
what he termed an arrogant request of the Italian government 
for special treatment of its nationals in S. Paulo, particularly 
in regard to higher salaries. He reproved the Brazilian govern- 
ment for having bestowed a compliment on the Italian king, by 
selecting him as arbiter in Brazil’s dispute with Great Britain 
concerning British Guiana. The Paulista deputy urged the 
national government to put some kind of pressure on Italy.'” 


In 1910, another Paulista objection was made to federal policy 
toward Italy. This time it was in the form of an appeal to make 
Brazil attractive to Italians, so that the Italian government 
would not try to discourage emigration to S. Paulo on the basis 
of a few allegedly erroneous reports sent home.’ 


Braga examined the problem of federal-state immigration 
differences in his work on S. Paulo’s economic problems. He 
protested against the federal policy of channeling immigrants 
to regions other than S. Paulo, alleging a continuous need for 
labor on coffee plantations.'® Since a scarcity of ships was 
frequently cited as a retarding factor in immigration, Braga 
suggested that crews be procured from Germany to operate 
German ships seized during the war.*° He then replied to 
accusations by other states that S. Paulo had been unduly 
favored by federal immigration policy. They had complained 
that S. Paulo had had a head start before the advent of the 
Republic, because Paulistas,had been in charge of immigration 
services in the last years of the Empire. Under the provisional 
government another Paulista had administered the services. The 
three Paulista national presidents had allegedly helped to channel 
immigration into S. Paulo.*! 


According to Braga, these insinuations were quite misleading. 
It was true that natives of S. Paulo had held important posts 
in the federal immigration services, but he pointed out that the 


17 Anais da Camara, Oct. 22, 1901. 

18 Anais da Camara, Dec. 3, 1910. 

19 Braga, Magnos Problemas Economicos de S. Paulo, p. 245. 
20 Braga, op. cit., p. 25. 

“1 Braga, op. cit., pp. 259-60. 
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federal government had never spent at any time on immigra- 
tion as much as half of its revenue from 8. Paulo. Braga then 
presented an analysis of federal-state immigration subsidies. 
Other polemical works and articles appeared in the 1920’s and 
furnished similar data. The results of these studies, supple- 
mented by figures from the Brazilian statistical annuals, are 
presented below. 


Between 1822 and 1928, the central government of Brazil 
spent 172,000 contos on immigration services. In the years 
between 1881 and 1928 alone, S. Paulo expended 178,000 contos 
on similar services. It spent more than thirty-seven times its 
proportional share of the total amount spent on immigration by 
Brazil during this period, actually spending 37 per cent more 
than the central government in this time.*? 


A comparison of central government and state immigration 
expenditures during the late imperial and early republican 
periods revealed the following figures: 


Dates Central Govt. contos S. Paulo contos 
1881-1917 137,219 90,000 


The central government statistics included immigration for 
the whole country. Its revenue in S. Paulo during this period 
was 2,012,903 contos, or fourteen times as much as the sum 
spent on immigration.** 


The predominant absorption by S. Paulo of Brazilian immi- 
gration is evident from the fact that, of the 3,059,938 immigrants 
entering Brazil between 1827 and 1939, approximately 2,301,284 
entered S. Paulo. About half of these, or 1,075,000, were 
subsidized.-* Subsidized immigration took the lead until 1901, 
after which the number of spontaneous immigrants was larger. 
S. Paulo eliminated subsidies in 1928. The decrease from then 
on in the number of immigrants was owing partly to lack of 
subsidies, but also to restrictions in the 1934 constitution, and 
to general world conditions.~° 


-2O Estado, Aug. 3, 1929. 

~* Braga, op cit., pp. 261-2, 265. 

“4 Anuario Estatistico do Brasil, Ano V, pp. 1307-8. 
“5 Doria de Vasconcellos, loc. cit., p. 21. 
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The constitution of 1934 provided for limitation of immigra- 
tion to 2 per cent of the total number of each foreign nationality 
who had emigrated to Brazil from 1884 to 1934.°° This stirred 
up strong Paulista opposition. One of their delegates in the 
Constituent Assembly pointed out that Brazil’s need for people 
could not possibly be met by such a restriction, and that S. Paulo 
would particularly be adversely affected.-* The state coffee 
crisis in 1930 had diverted attention from immigration and it 
had been temporarily neglected. In 1934, the increasing de- 
mands of cotton plantations and of the diversified agriculture 
which had grown up to meet the needs of a disorganized economy, 
had caused attention to be directed to the scarcity of labor.** 


An article which appeared just before the assumption of dic- 
tatorial power by Vargas in a publication of the state immigra- 
tion service pointed out that it would be difficult to apply the 
2 per cent quota. The article reasoned that the number of for- 
eigners resident in the country in 1934 was not known, and 
that it would be very expensive to take a census. The more in- 
telligent procedure was suggested of basing a higher quota on 
the census of 1920, the last complete one taken in the country. 
Also the requirement of a carta de chamada, or letter of authori- 
zation stipulating a prior labor contract for each immigrant, 
had been found by 8S. Paulo to lead inevitably to bureaucratic 
abuses and delays. The same procedure was now unwisely 
being followed by the federal government, with allegedly similar 
results.2" 


Paulistas also attacked the 2 per cent quota on the grounds 
that the only nationalities who could introduce many immigrants 
within this percentage would be Italians, Spanish and Portu- 
guese, and that this was certainly not the intent of the con- 
stitution. The latter was criticized for neglecting to take into 


“6 Constituicao de Brasil, 1934, Art. 121, Sec. 6. This restriction un- 
doubtedly reflected the trend toward nationalism under Vargas, the ides of 
“Brazil for Brazilians.” 

“7 Anais da Constituinte, May 24, 1934. 

“8 Doria de Vasconcellos, loc. cit., p. 7. 

“" Doria de Vasconcellos, “O Problema da Immigracao,’” Boletim da 
Directoria de Terras, Colonizacao, e Immigracao, No. 1, Oct. 1937, pp. 13-22. 
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consideration the problems of the immigrant after landing on 
the foreign shore. A remedy proposed for this was to change 
the name of the National Immigration Council to the National 
Immigration and Colonization Council, which should help settle 
people on the land and force large property holders to break up 
their lands into small holdings.*°® 


Apparently the accuracy of these objections prevailed upon 
the federal authorities. A decree in 1938 liberalized the 1934 
restrictions on immigration. It provided that the minimum 
quota could be raised to 3,000, with the approval of the newly 
established Immigration and Colonization Council. The trans- 
fer was also made possible of an unutilized balance in the quota 
from one nationality to another.*! 


In retrospect, there is evident the same play of interests in 
differences over immigration policy as in the other areas of 
economic friction. From the beginning Paulistas were keenly 
aware of the need for immigrants, and they made more vigorous 


efforts to meet this need than did the federal government. 
This fact they were quick to point out to those not aware of it. 
Occasionally the federal government was criticized for not rep- 
resenting capably Paulista interests abroad. At other times it 
was blamed for transportation shortages. After 1930, in the 
face of economic crisis and generally unpropitious world con- 
ditions, state immigration initiative bogged down, and S. Paulo 
seemed disposed to accept greater federal control. Yet the 
state continued to offer criticism of federal policy, based on its 
own past experience, and, as has been seen, it induced the na- 
tional government to enact, in 1938, more liberal legislation. 


300 Estado, Dec. 8, 1936. 
31 Decreto Federal no. 406, May 4, 1938. 








